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EALISTICALLY considering the 

threat of inflation, Chairman 

Eccles, of the Federal Reserve 
Board, appearing recently before the 
Banking and Currency Committee of the 
House of Representatives said: 


The fact is that you cannot leave wages 
and salaries, which are the main factor in 
prices, to rise indiscriminately and be real- 
istic about preventing inflation. You can- 
not, in my judgment, realistically put a 
high level floor under farm prices and no 
ceiling. 


This is something different from the 
approach to the problem from the stand- 
point of credit and monetary manipula- 
tion, relied on largely thus far. From 
the economic standpoint, Chairman 
Eccles was undoubtedly right; but tak- 
ing political aspects into account it is 
by no means easy to follow his proposal. 
To put a ceiling on wages and salaries 
offends those earning salaries and 
wages, and runs counter to the views 
of the powerful labor organizations. 
Nor will the farmers relish the idea that 
a limit is to be put on the prices to 
which their products may rise, although 
quite willing to have a floor that will 
stop their downward course. 

Advances already made in the reserve 
requirement of member banks seem to 
have had but slight effect in balking the 
price advance, and it may be that 
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further increase in reserves will be found 
necessary. 

The chief element in real or prospec- 
tive inflation does not consist in rates of 
salaries and wages nor in credit condi- 
tions, though these factors are not with- 
out decided influence in affecting prices. 
But above this influence is the fact that 
production of many commodities is 
being curtailed to make room for de- 
fense needs. It is of course true that by 
limitations on wages, salaries and credit 
the ability to buy this diminished out- 
put would be lessened thus tending to 
keep down prices. 

The real remedy is for surplus funds 


to be absorbed in defense bonds. 
® 


STRANGE ASPECTS OF OUR 
SITUATION 


PRESIDENT ROOSEVELT has de- 

clared it to be the policy of the 
United States to support those countries 
engaged in the effort to defeat. Hitler. 
This declaration Congress has approved, 
as witness the lease-lend acts carrying 
total appropriations of $12,985,000,000 

The defeat of Hitler is essentially a 
military problem. 

This being the case it is impossible 
to understand why we should not be 
ready to aid all those who are fighting, 
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and under distressing conditions, to 
bring about this defeat. Why should 
we quibble about their political and re- 
ligious systems? Whatever people may 
say, and however high their station, it 
is idle to pretend that the contest is 
one to establish freedom of religion, or 
even to insure democracy to China and 
Russia. 

To say that we ought not to help Rus- 
sia because that country frowns on re- 
ligion, or favors bolshevism, is to lose 
sight of the military objective by draw- 
ing a couple of red herrings across the 
trail. If one were being attacked by a 
highwayman, and someone came to the 
aid of the person attacked, he could not 
stop to inquire the latter’s race, creed, 
or whether he was a democrat or a re- 
publican. Help in beating off the as- 
sailant, irrespective of the persona\ 
beliefs of the helper, would be the im- 
mediate problem at hand. 

Fortunately, Congress has taken this 
sensible view of the situation, by turn- 
ing down a proposal to refuse lease-lend 
aid to Russia. 

True enough, under certain imagin- 
able conditions, the effective participa- 
tion of Russia in this conflict might give 
rise to serious concern. Should Hitler 
be defeated in the end, largely through 
that country’s military power, while 
Great Britain and the United States re- 
main somewhat on the side lines, then 
in that rather improbable event Russia 
might well feel that it belonged to her 
to dictate the peace conditions. It is 
unlikely, as indicated, that Russia can 
overcome Hitler without much more 
effective aid from Great Britain and the 
United States than has yet been given. 
At any rate, these two countries have 
the opportunity of rendering this aid in 
much more effective fashion, and thus 
completely forestalling any claim by 
Russia of finishing Hitler alone, with 
the corollaries of that claim. 


© 
WATCHING THE CURRENCY 


MUCH attention is being bestowed by 
: the monetary authorities on the 
country’s credit situation. They are not, 
apparently, giving equal attention to 
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something that may be of no less im- 
portance, namely, the country’s cur- — 
rency. Yet the currency of the United — 
States for some time has been perform- — 
ing in a surprisingly irregular manner. ~ 
Even while the depression was still op- — 
erative, its volume kept on increasing 
until it reached limits never before at- 
tained. Now that the depression has 
ended, the rise continues. The latter 
development is fairly easy to under- 
stand, but the former is somewhat 
baffling. * 

Aside from these developments there 
are some evidences of currency hoard- 
ing, chiefly by foreigners. It is easy to 
understand why foreigners should hoard © 
dollars to protect themselves against 
further depreciation of their own cur- 
rencies, but not so easy to explain 
American hoarding, if it is taking place. 
Confronted by the fear of inflation, it 
would be illogical to hoard currency, 
for that is the very thing that may lose 
part of its value, currency depreciation 
reflecting the rise in prices. Under suck 
a situation it would be more logical to 
hoard the things that currency can buy, 
though hoarding either currency or com- 
modities presents no small risk. 

When our country broke loose from 
its ancient moorings to the gold stand-~ 
ard one could not truly continue the 
nautical figure by saying that it then” 
entered on an uncharted sea, for the” 
experience of centuries had clearly 
marked the rocks and shoals to be en-— 
countered by an irredeemable currency. 

With our volume of currency in cit- 
culation rising steadily towards the ten 
billion mark, it may net be amiss to” 
give the same thought to the currency” 
as is being given to credit. u 

© 
A PLEA FOR INTOLERANCE ~ 
T this suggestion bankers and other 
citizens will be disposed to throw” 
up their hands in horror, for from me 


housetops pleas for tolerance are now 


being dinned into people’s ears. To a 
certain extent, these pleas are to be 
approved, for should one not agree with” 
you on politics, religion or economics 




















D EFENSE program activities 
affect, but cannot change, the 
ancient formula of bank earn- 
ings: income minus expense. 


A greater volume of credit 
instruments may reflect in- 
creased income, but as industry 
quickens its pace, the result 
will be more checks and thus 
more expense. 





As costs rise, see to it that 
your items enjoy the advan- 
tages of a service that is both 
efficient and economical. 
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a horse-thief. Jt may be-only that he 
has not attained to that exalted degree 
of wisdom reached by you and King 
Solomon. Then, why not dismiss his 
arguments by pitying his iow intellec- 
tual equipment without impugning his 
moral character. Thus far and in this 
respect, all should be tolerant. 

But this proclivity toward tolerance 
may be carried to extremes, and lead 
us to tolerate conditions against which 
there should be an everlasting and 
vociferous protest, followed by vigorous 
action. 

Recently a distinguished Italian dip- 
lomat (Count Carlo Sforza) stated that 
the greatest danger to this country was 
our complacency. We are too well sat- 
isfied with a number of things with 
which we should not put up. 

In the country’s critical situation, are 
we not tolerating intolerable conditions? 

Why should strikes be permitted 
seriously endangering our defense 
policy? 

Why should the country permit the 
delay, caused by divided authority, in 
getting defense production going ahead 
at full speed? : 

Why should Congress be so liberal 
in appropriations for non-defense pur- 
pose when the latter alone call for 
stupendous outlays? 

The list of questions could be multi- 
plied, but is already long enough. 

As to things respecting which men 
have always disagreed, and always will, 
a large degree of tolerance should be 
exercised, and particularly should the 
sincerity and honesty of those of dif- 
ferent opinions be cheerfully conceded. 

But there is a large area in which 
tolerance can never be permitted— 
disease, dirt, crime, war, human folly, 
demagogy and economic error; in pro- 
portion as these are tolerated will the 
progress of the human family toward 
sane living be hindered. 

© 
A WESTERN HEMISPHERE 
CURRENCY 
N international currency, one that 
would be of the same value every- 
where, has been a favorite dream of' 
some monetary students. As money is 
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the universal language of commerce, it 
is almost as diflicult to bring about the 
realization of this dream as to establish 
a uniform language to express the 
world’s thought. 

Lately a proposal has been put forth 
to establish an international currency 
limited to the countries of the Western 
Hemisphere. This, it is said, could be 
done by employing a gold fund of some 
$200,000,000. 

To devise a single form of money of 
universal value may be an impossible 
task. Fluctuating economic conditions, 
war—even standards of commercial 
honesty—are some of the retarding fac- 
tors. But, in the absence of highly un-~ 
favorable economic conditions, and so 
long as peace prevails, experience has 
shown that for a considerable period of 
time a fixed exchange relation may be 
maintained with certain other cur 
rencies. This was demonstrated by the 
fairly successful operation of the gold- 
exchange standard, which substantially 
was an agreement to furnish exchange 
on gold-standard countries at a fixed 
rate. Practically now in all countries 
the gold-exchange standard and the gold 
standard itself have disappeared, due 
largely to the intrusion of war on the 
international scene. And so long as 
war takes place or threatens on any wide 
scale, the establishment of an interna 
tional currency must remain in the 
shadowy realm of dreams. 


© 


Mucu confusion exists in the public 
mind as the result of the reluctance of 
savings banks to accept all funds offered 
for deposit. Such restrictions as have 
been imposed from time to time have 
been in the interests of safeguarding ex 
isting depositors whose true savings com 
trast with those who would use our fa 
cilities for temporary or non-savings 
purposes. 

Savings banks in New York State will 
not knowingly or intentionally refuse, 
within the limitations of the law, to ac 
cept for deposit funds which represent 
true savings. We shall continue to serve 
with all the means at our disposal the 
consistent savers in our communities.— 
Association News Bulletin. 
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Monthly Interest 


HIS is the report of an experiment. 

Bankers generally dislike to indulge 

in such a pastime. However, the 
history of consumer credit in banks 
demonstrates the value of testing theo- 
ories. When a radical change is intro- 
duced in banking practice, the reaction 
on the part of the public may be dan- 
gerous, humorous or valuable. For this 
reason the officers of our bank debated 
a long time before changing our state- 
ment of rates on direct consumer 
credits. 

Our president, Clayton Bodley, has 
spent forty years in developing a num- 
ber of banks in the mid-west. All of 
his institutions specialize in personalized 
small loan service. He has attempted 
to offer as low a rate as is consistent 
with fair profit. His plan of stating 
charges has been to make them low 
enough to be acceptable to a large por- 
tion of the borrowing public. Thus he 
has worked to develop large volume, 
which is the present policy of most 
banks. 

Therefore, we accept new slants which 
will bring more customers and we wel- 
come new internal changes which will 
the better keep them. It was the con- 
sideration of this latter point, so vital 
to the continued success of any direct 
loan operation, which brought us to a 
new departure in rate statement. 


Discount Terms Puzzle Small 
Borrowers 


For many years we have known small 
borrowers do not understand the dis- 
count terms so familiar to larger bor- 
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On Small Credits 





Charges 


By Howard Haines 


Executive Vice-President, The Quindaro 
State Bank, Kansas City, Kansas 


rowers. When we made automobile 
loans at $6 discount per year per $100, 
folks asked us in a perplexed manner: 

“Approximately how much interest 
does that rate figure?” 

We patted ourselves on the back as 
being perfectly frank and not under- 
cover, when we replied: “Oh, that fig- 
ures about 12 per cent.” 

We did not think much more about 
borrower reaction to that statement. For 
many years, because we were busy, we 
did not keep a close check on how many 
borrowers took one loan, but not the 
next one, with us. 

Early in 1940 a renewal file brought 
new facts to light. By reviewing cards 
from the credit bureau when our bor- 
rowers went elsewhere and by running 


In this article, Mr. Haines 
discusses the advantages of the 
monthly interest charge system 
over the plan of discounting 
small loans in advance. Since 
his bank has adopted this new 
method he finds that customers 


are better satisfied and repeat 
business is coming in. A new 


edition of Mr. Haines’ book 
‘Profits and Problems in Con- 
sumer Credit’ will be published 
soon by the Bankers Publishing 
Company. 









‘*Why do we adopt and con- 
tinue a procedure of discount- 
ing direct loans that lays us 
open to accusations‘ of subter- 
fuge and which is admittedly 
misleading to the millions of 
borrowers who come to us for 
counsel and aid? Is it not in- 
consistent with the uniform 
standards we have so carefully 
set, to continue a hodgepodge of 
rate statements and charges?’’ 


chattel records we knew definitely how 
many were financing cars and borrow- 
ing elsewhere. It was surprising and 
disconcerting that we were not holding 
our customers. We spent a tidy sum 
on publicity, only to put many on the 
books once. 

After more study we began to feel 
better. We arrived at the conclusion 
that our competing banks were not hold- 
ing their customers much better. Bank 
personal loan departments were run- 
ning along about on a par. We all 
knew our borrowers well enough to call 
them by their first names. We had 
closely uniform rates of discount. The 
business was developed and handled in 
much the same way. The problem was 
to offer something to hold and improve 
the repeat business. Searching further, 
we found in discussing loans with cus- 
tomers, one outstanding objection. Many 
did not know exactly what interest they 
were being charged. Over-estimates of 
the profit on a $6 discount ran all the 
way from 15 per cent to 25 per cent. 


| Introducing An Innovation 
' With this fact clear, we introduced 


the innovation in rate statement. Direct 
loans were at the rate of 1 per cent per 
month, the interest to be computed on 
the monthly balances in the presence of 
the borrower and added to the face of 
the note. Thus $100 cost the borrower 
$1 for the first month. If he desired 
to pay $10 and interest per month, the 
* second month the interest would be 90 
cents and so on. The great difference 
was, not the amount of profit to the 
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bank, but the fact the borrower knew ~ 
exactly what interest he was paying. 
Upon publication of the plan, which © 
was worked in quietly and with little — 
fanfare, our volume increased. The 
plan, adopted in January, 1941, has 
held our customers on a satisfied basis 
much better than the former discount 
system. 

Advantages are apparent. It is very 
satisfying to state a rate in exact terms 
and avoid long arguments with bor- 
rowers, which arise when discounts are 
deducted from the principal amount on 
which they are figured. The plan per- 
mits borrowers to compare the rate with 
those offered by other sources. As most 
borrowers over-estimate the profit on 
discounted notes, the statement of in- 
terest by the month is popular. As bank 
rates are lower than those offered by 
other lenders, banks have a disiiuct 
competitive advantage, the same as in 
quoting lower discounts. 

The plan does away with the com 
bination discount and investigation fee 
system, which results in criticism of the 
bank. To illustrate this point, some ten 
years ago we thought it was necessary 
to collect a discount of $8 per $100 
per annum. However an 8 per cent dis- 
count sounded high. We, therefore, 
adopted the policy of charging $6 dis- 
count and a $2 investigation fee. Ac 
tually it was an attempt to cover the 
true rate we felt we had to obtain. The 
bank was criticized and subsequently 
the plan was discontinued. 

Had we known what we now know, 
we would not have considered the argu- 
ment that an interest by the month” 
statement makes the rate “seem high,” 
for it is not correct. Before me is 4” 
folder from a large bank. It explains” 
in detail a plan whereby the borrower 
signs a note for $100. $6 is deducted” 
for interest for one year, $2 for service 
charge and $5 for a fund which covers” 
the cost of insurance (life) and a cer 
tain proportion of losses to occur dur+ 
ing the year. Out of the $5 paid into” 
the fund the borrower will receive a” 
refund, probably half, or $2.50. Tf 
he gets $2.50 back, he has paid $10.50 
for the use of an average $43.50 for a 











year. 
annum. 

To all banks making such a proposi- 
tion or variation thereof, our experiment 
should prove highly valuable. Consum- 
ers are much alike in all parts. They 
are not quarreling with the rate. If 
a bank feels it needs 24 per cent to 
make a profit, it ought to charge it. It 
should advertise 2 per cent per month 
on unpaid balances. In short, we must 
clear our minds of the distorted concep- 
tion that the public refuses to pay fair 
rates. We have found, to our surprise, 
that the public likes us much better 
when we state an easily understood rate, 
than it did when we tried to collect the 
rate by the piece-meal method. 

Tell Borrowers the Real Cost 

We have discovered that it is better 
for a borrower to find out the real cost 
before he makes a loan than afterward. 
In this connection it is only necessary 
to note that the credit unions and the 
personal finance companies both state 
their rates on a monthly basis. The 
phenomenal growth of the unions in 
the last few years does not indicate bor- 
rowers are discouraged because the rate 
seems high. The same is true of the 
personal finance companies. 

During the history of American 
banks there has been a united effort to 
inspire confidence on the part of the 
public. Welfare of customers has been 
a key-note in publicity. As trustees of 
savings, banks have gone to extremes 
to be infallible in the statement of in- 
terest to be paid or to be charged. 
Bankers have worked diligently against 
those attempting to mislead or confuse 
the public. The record is excellent and 
the ideals.have come to be cherished by 
millions. Why do we adopt and con- 
tinue a procedure of discounting direct 
loans that lays'us open to accusations 
of subterfuge and which is admittedly 
misleading to the millions of borrowers 
who come to us for counsel and aid? 
Is it not inconsistent with the uniform 
standards we have so carefully set, to 
continue a hodge-podge of rate-state- 
ments and charges? ; 

Since 1936 the increasing activity of 
commercial banks in the field of con- 


That’s about 24 per cent per 
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sumer credit has been amazing. Almost 
unanimously bankers are interested in 
offering changes in policy to improve 
service. If explanations of rates may 
be clarified it amounts to a decided step 
forward. If a monthly rate is quoted, 
it accords with the belief of a large por- 
tion of small borrowers that borrowing 
and paying interest is a monthly busi: 
ness—not an annual affair. The unit 
of time is a month. Small loans may 
be made for six, nine, twelve or eighteen 
months, but the borrower takes care of 
payments once a month—not once at 
the end of six, twelve or, eighteen 
months. The monthly computation of 
interest. is unusually popular for those 
desiring sums for only one, two or three 
months. It does away with “minimum 
charges” which frequently appear. ex- 
orbitant to borrowers. It places the 
allowance of interest refunds on such an 
understandable basis that clients can- 
not fail. to. feel satisfied when _pre- 
paying. Furthermore, the monthly rate 
is decidedly superior in explaining and 
handling the charge for delinquency. 

In many banks under the discount 
system wherein late charges are added 
to balances, dissatisfaction is expressed 
by many borrowers. Many delinquents 
are the victims of circumstances and 
should not rightfully be penalized a 
higher rate than normal, even if they 
are forced to miss payments. In fact, 
the plan of interest by the month: is so 
logical in operation, it is difficult.to ex- 
plain why it was not adopted many 
years ago by banks. : 


© 
WHuatever the sacrifice, national de-| 
fense must come first. But a complete} 
stoppage of home building for everyone 
except defense workers would sisterially! 
weaken us for the defense effort itself.; 
It would remove the safety valve that 
most aids us to keep rents in a balanced 
situation. It would pinch off both local 
revenues and national income. The dis- 
location of our national housing and of 
our machinery for rental balance would 
be a dangerous weakening of our pro-| 
ductive strength—Philip W. Kniskern, : 
president, National Association of Real 
Estate Boards. - 











Canada’s 


Travel Problem 


INCE entering the war in September, 
1939, Canada has been faced with 
a difficult foreign exchange prob- 
lem. It is now generally understood 
that in order to purchase in the United 
States the raw materials and finished 
goods essential to the fulfilment of 
Canada’s part in the prosecution of the 
war, United States dollars must first be 
procured; that before the war Canada’s 
normal adverse foreign exchange bal- 
ance with the United States could be 
covered by the sale in that country of 
a normal surplus of sterling funds; and 
that as the result of exchange restric- 
tions and a policy of close codéperation 
with the United Kingdom it is no longer 
possible to dispose of the sterling in 
that way. Consequently, Canada has 
had to ask “How can we save United 
States dollars and how gain them?” 
Statistics reveal, when this problem 
is approached, that the item “Tourist 


In this article the author 
points out why Canada needs 
American tourist business in or- 
der to provide the dollar ex- 
change so necessary for her war 
effort. Every American tourist 
dollar spent in Canada helps 


that country to purchase here 
the materials of war. 

Mr. Shepherd is on the staff 
of the Bank of Montreal where 
he is assistant to the Superin- 
tendent, Foreign Department, on 
matters pertaining to the For- 
eign Exchange Control Board. 
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By S. A. Shepherd 







Trade” among Canada’s invisible im- 
ports and exports warrants special at- 
tention. In spite of indications that the 
net monetary value of the tourist traffic 
may in past years have been consider- 
ably over-estimated, its important effect 
on the war economy has not been un- 
duly stressed for it rivals gold exports 
in dollar-balance-building _ influence, 
Applying to the tourist trade, therefore, 
the question “How can Canada save 
United States dollars and how gain 
them?” two further questions develop— 

(a) To what extent should travel 
abroad by Canadians be restricted? 

(b) What can be done to attract more 
United States tourists to Canada? 



















Travel in the United States by 
Canadians 






In the early months of the war there 
was little interference with normal 
travel in the United States by Canadians. 
“Business as usual” was the slogan 
which so succinctly expressed our atti- 
tude of complacent and easy optimism. 
Foreign exchange was subject to con- 
trol, but was available for all “normal 
requiremnets.” Those Canadians who 
had been accustomed to spend the win- 
ter in Florida or California were able 
in the autumn, of 1939 to proceed with 
their plans virtually as in the past; per 
mits to export the necessary funds were 
required, but to obtain one was a mere 
formality. Mutual across-the-border 
social and shopping visits continued 
with little hindrance. Holiday makers 
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could spend their time in New York or 
San Francisco or whatever place most 
attracted them. Canada’s purchases of 
war materials were a trickle, tourist 
exits a flood, and the need for reversal 
was not yet apparent. 

The first blow to this pleasant state 
fell in the spring of 1940. It came, un- 
expectedly, from the United States, 
where in the interests of national secu- 
rity a means had to be found to stop 
the entry of undesirable aliens. Ca- 
nadians learned that they, no exception 
to the general rule, would require pass 
ports—with visas—before being per- 
mitted to pass into the United States. 

The second blow, however, was of 
Canadian origin. The drain on Canada’s 
supply of “hard currency” (a puzzling 
term used to denote United States dol- 
lars or a currency freely convertible 
thereto) had been steadily growing due 
to increasing purchases of military 
equipment and war materials in the 
United States. The Canadian Govern- 
ment was forced to reconsider its policy 
of “business as usual.” The non-essen- 
tials would have to be eliminated. It 
was estimated that Canadian tourist ex- 
penditures had been for several years 
in excess of $100 millions, chiefly for 
pleasure travel. Early in July, 1940, 
there being no choice, the step was 
taken. Dissipation of United States 
dollars upon unnecessary travel abroad 
was to cease; the funds were required 
for things for which the call was urgent 
—visible imports from the United 
States, instead of invisible. On the other 
hand, funds for certain other kinds of 
travel could not be refused without hard- 
ship or incalculable harmful conse- 
quences, 


The move was not made without mis- 
giving, for it was realized that there 
would be suffering and misunderstand- 
ing in those sections of the United 
States, particularly the border com- 
munities, where the Canadian visitor 
was an important element in the eco- 
nomic and social life. But the Canadian 
Government also had to consider that 
a condition of internal industrial pros- 
perity resulting from full employment 
in war work would lead inevitably to 
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an increased desire to taste the pleasures 
of travel abroad—and abroad meant, 
for all practical purposes, the United 
States. Thus not only had the expendi- 
ture of United States funds to an amount 
estimated at from $60 to $75 millions 
to be diverted from a non-essential to 
an essential purpose, but it was neces- 
sary that the amount should be pre- 
vented from increasing. By one action 
both ends were achieved. 


Understanding Lacking 


Over a year has passed. The subject 
is still a live one with those in the 
United States who have been adversely 
affected by the diversion and do not 
completely understand the necessity for 
it. For instance, it was reported in 
July ? of this year that a group of Sena- 
tors from states bordering Canada had 
agreed that passport (!) and exchange 
restrictions put into force by Canada 
were breaking up the economy along 
the Canadian border, and they decided 
that a call would be made on the State 
Department in Washington to request 
that something be done. A Governor of 
one state is said to have complained 
that the border had been free and open 
from the beginning of the history of the 
two countries but that it was now being 
tightened up by Canada, and some of 
the Senators reportedly said that their 
states were severely hit by the restric- 
tions on the amount of funds Canadians 
might take over the border for ship- 
ping and spending. One can but hope 
that the State Department was able to 
explain the true circumstances of the 
curb on travel by Canadians. 

Travel could not he and has not been 
entirely banned. Funds for essential 





‘Wall Street Journal, July 16, 1941. 





‘‘If Canada can regain all the 
ground on the travel front which 
has already been lost and at the 
same time smash any new attack, 
the battle of the tourist trade 
will be won and the way pre- 
pared for the final offensive.’’ 





*‘Respecting United States 
travel to Canada, while 1941 
may be a better year than 1940, 
no opportunity must be lost to 
establish a record in 1942. The 
future is, however, clouded by 
two well-defined threats: firstly, 
increasing preoccupation with 
war prdouction in the United 
States may mean less time for 
travel, although countering that 
will be the effect of more money 
available for the purpose; and 
secondly, restrictions have re- 
cently been imposed on the sale 
of gasoline.’’ 


business, health, educational and emer- 
gency travel are obtainable, as well as 
for travel through the United States be- 
tween two points in Canada and for 
special personal reasons. Various ar- 
rangements have also been made cover- 
ing social visits, transportation em- 
ployes, residents of Canada employed in 
the United States, and United States citi- 
zens residing in Canada. In addition, a 
resident of Canada may obtain a permit 
to visit the United States provided all 
his expenses outside Canada, including 
those for transportation, are paid as a 
gift by his United States’ relatives or 
friends. A Bulletin (No. 4) issued by 
the Canadian Foreign Exchange Control 
Board ? on February 1, 1941, gives con- 
cise particulars of permitted travel by 
residents of Canada and of the general 
policy which governs the present regu- 
lations. One point which is worthy of 
particular note is that the restrictions 
on the use of United States funds for 
pleasure travel apply equally to expen- 
ditures of Canadian dollars, as virtually 
the same result would ensue; for such 
Canadian dollars would be available to 
United States residents visiting Canada 
who would otherwise take United States 
funds, and Canada would be deprived 
of the foreign exchange. 

So much misunderstanding of this 


*Obtainable from any branch of a Ca- 
nadian chartered bank. 
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matter exists in the United States and — 


so much disruption has been caused to 


“normal” economic and social inter- — 


course between the two countries that 
the Canadian Government would gladly 
relax these restrictions, if she could do 
so without damage to her tremendous 
war effort. Following the recent Hyde 
Park agreement, whereby materials 
which Canada had been purchasing for 
cash from the United States for use in 
manufacturing war supplies for the 
United Kingdom would in future be 
booked to the last named under the 
Lease-Lend Act, thus relieving Canada 
from the necessity of providing foreign 
exchange therefor, the suggestion was 
made that Canada as a result might well 
relax the restrictions on travel in the 
United States by Canadians. Clearly, 
again, understanding was lacking. 
Canada’s expenditures in the United 
States for war supplies and essential 
commodities on her own account have 
been mounting steadily. There could 
be no such weakening in the war effort 
as increased pleasure travel would 
entail. 

Another course was explored when 
well-meant proposals were put forward 
from the United States to the effect that 
Canada be granted some form of credit 
to enable her citizens to travel freely 
in the United States as before. It was 
apparently overlooked, however, that re- 
payment must be made at some date, 
and that any such scheme would simply 
add one more problem to the many to 
be dealt with after the conclusion of 
hostilities. 


Still another suggestion was based 
on the argument that trade, in the final 
analysis, is merely the exchange of 
goods and services, and that if Canada 
were to remove the barriers against 
travel by Canadians a reciprocal in- 
crease in the number of United States 
tourists coming to Canada would be ex- 
perienced. This argument is fallacious, 
for apart from the doubt as to whether 
or not travel in Canada by residents of 


the United States would increase to the - 
extent of the $70 millions or so which 
would be provided for Canadians cross-— 
ing the boundary, the fact is disregarded 
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that countries do not in general ship 
to each other goods of the same kind 
nor must they exchange services of the 
same kind. Canada certainly desires a 
mutual increase in trade with the United 
States, but instead of exchanging serv- 
ices for services, would like that increase 
to take the form of an exchange of serv- 
ices to tourists for imports of war sup- 
plies. This leads naturally to considera- 
tion of the problems involved in 
maintaining and increasing the flow of 
United States tourists to Canada. 


United States Tourist Travel in 
Canada 


At the beginning of the tourist season 
there was every possibility of an all-time 
high record in this traffic. For some reason 
or reasons which have yet to be disclosed 
that expectation has not been realized. In 
the week ending August 16th, 36,165 sixty- 
day permits were issued at eight border 
points compared with 30,376 for the same 
period of last year and 45,462 in the cor- 
responding week of 1939. . . . Entries in the 
earlier part of this year were ahead of those 
for both 1940 and 1939. The rate of in- 
crease is not being maintained. 


This extract from an editorial in The 
Gazette, Montreal, dated August 26, 
1941, expresses the public interest and 
anxiety in a matter which is prominent 
in all discussions concerning Canada’s 
war effort and the related problem of 
foreign exchange resources. It had been 
hoped that the tourist traffic from the 
United States in 1941 would provide 
Canada with more foreign exchange than 
ever before to help meet an emergency 
greater than ever before, but in spite 
of much preparatory work it would 
seem that disappointment is in store. 

In the year 1940 Canada’s tourist 
trade suffered a severe setback. There 
were several reasons, but probably 
Canada’s enemies may be held chiefly 
responsible, for here was one front on 
which, with little risk, they could attack 
and hamper, if not cripple, the democ 
racies’ war effort. It was only neces- 
sary to start the already-assembled and 
well-oiled propaganda machinery turn- 
ing. Discouraging whispers here and 
there and fanciful tales of unpleasant 
experiences which actually did not occur 


helped to do the work. The basis of 


‘‘What of the future? It will 
be accepted as fundamental that 
Canada’s need for conserving 
foreign exchange can become no 
less urgent as long as the present 
dire emergency continues—and, 
indeed, for some time after the 
immediate battle has been won 
—and that the inflow of foreign 
exchange must be increased. 

Therefore any hope of a 
sweeping relaxation of regula- 
tions governing pleasure travel 
by Canadians in ‘“‘hard cur- 
rency’’ countries can but be, in 
the writer’s opinion, in vain. 


such technique is illustrated by a game 
which used to be played at children’s 
parties; a message whispered from ear 
to ear emerged when it had gone the 
rounds in a form usually far different 
from that in which it started. So with 
the whispers and rumors; each repeti- 
tion would mean some new twist to the 
story. What satisfaction it must have 
given Canada’s enemies to use the peo- 
ple of a neutral country in this manner 
to facilitate the work of sabotage! 

The Dominion Bureau of Statistics 
reported for each of the years 1936-39 
inclusive a net balance in Canada’s favor 
from the tourist traffic of from $140 to 
$170 millions. In 1940 this net credit 
was reduced to $85 millions—and for 
six months of that year there had been 
restrictions on pleasure travel abroad 
by Canadians. It is true that the fig- 
ures for 1940 were calculated by a 
method different from that used in pre- 
vious years, and it is claimed that pre- 
war estimates of the net value to Canada 
of the tourist trade had been greatly 
exaggerated. Whether or not this is so 
(and, assuming the new method is based 
upon returns to the Foreign Exchange 
Control Board, it is possible that the 
1940 tourist receipts were as much 
under-estimated as those for other years 
were over-estimated) it is indisputable 
that weakly-countered malicious propa: 
ganda and quite natural fears of the 
effects of Canada’s participation in the 
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war upon her treatment of visitors were 
malignant influences on her foreign ex- 
change position. 

These fears and rumors were un- 
founded. In certain European countries 
the word “tourists” has acquired an un- 
savory odor. Their arrival has signified 
an unwelcome interest by aggressor na- 
tions in the country which has gained 
sudden popularity as a tourist resort. 
Usually this development was warning 
of the impending eclipse of liberty for 
the unfortunate peoples concerned. 
Canada has no fear of tourists and has 
striven and still strives to remove from 
the minds of would-be United States 
visitors all misunderstanding and fals- 
ities respecting the reception they will 
be accorded. Tourists have never be- 
fore been more welcome in Canada, for 
the supplies which their expenditures 
will enable her to purchase in the 
United States are urgently needed in the 
fight for freedom. 

Preparations for the 1941 summer 
tourist season were begun early, the 
feature, perhaps, being a personal in- 
vitation by the Dominion’s Prime Min- 
ister which appeared in papers and 
magazines throughout the United States. 
No pains were spared to emphasize that 
United States citizens do not require 
passports or permits * either to enter or 
to leave Canada, and that they are as 
free as ever to pursue their lawful en- 
joyment of Canada’s varied attractions. 
It was pointed out also that United 
States money carries an official premium 
of 10 per cent wherever it is exchanged 
in Canada. One precautionary state- 
ment only was necessary: United States 
Immigration authorities would require 
of the returning tourist some identifica- 
tion, such as a birth, baptismal or voter’s 
certificate, tax bills, car or driver’s li- 
cense, personal letters or other similar 
papers, as evidence that the person re- 
entering the country was indeed a United 
States citizen; in the case of a legal 
permanent resident who is not a citizen 
of the United States a Resident Alien 
Border-Crossing Card or re-entry per- 





* The permits referred to in the quotation 
from the Montreal “GAZETTE” above are 
those for automobiles. 
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mit should be obtained before leaving 
on the journey, and naturalized citizens 
should carry their naturalization papers. 
Mark, however, apropos the Senators’ 
visit to Washington mentioned above, 
that these are United States’ require- 
ments, not Canadian. 

Recently every Canadian visiting the 
United States has become an ambassa- 
dor. With his travel permit he is 
handed a pamphlet entitled “How You 
Can Help” which explains that he has 
the opportunity through personal con- 
tact with business associates, friends 
and relatives in the United States to 
clarify befogged issues and misappre- 
hension concerning Canada’s part in the 
war and in particular to explain the true 
situation respecting travel in Canada by 
residents of the United States. 

One aspect of the travel problem, 
however, which has not received much 
attention is that United States tourists 
may take into Canada and spend there 
either United States or Canadian funds. 
But Canadian funds purchased in the 
so-called “black market” in the United 
States at unofficial rates do not provide 
the Dominion with foreign exchange. 
Therefore, tourists proceeding to Canada 
can best render added assistance to the 
war effort by carrying United States 
funds into the country to be sold at the 
official rate. United States funds can 
and will go straight back for the pur 
chase of supplies; Canadian dollars 
bought in the “black market” from an- 
other non-resident of Canada cannot. 


The Outlook for the Future 


The foregoing deals chiefly with the 
past and the present. What of the 
future? It will be accepted as funda- 
mental that Canada’s need for conserv- 
ing foreign exchange can become no 
less urgent as long as the present dire 
emergency continues—and, indeed, for 
some time after the immediate battle 
has been won—and that the inflow of 
foreign exchange must be increased. 

Therefore, any hope of a sweeping 
relaxation of regulations governing 
pleasure travel by Canadians in “hard 
currency” countries can but be, in the 
writer’s opinion, in vain. There may 
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Statement of Condition, September 30, 1941 





RESOURCES 


CasH AND DUE FROM BANKS ........ . « .$1,328,312,062.98 
U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED... . oe NESS eres Sees 
STATE AND MUNICIPAL ‘Secures o Vatietigl ewe 8 mee) eee eae 
STOcK OF FEDERAL RESERVE BANK ......... 6,016,200.00 
OTHER SECURITIES ... Pm Ee 
Loans, DISCOUNTS AND Sasracns’ ‘becuse - « « «  773,035,984.63 
EES: OR in 5g eS Sie Se 38,157,976.03 
MOURN Sat, MON ie. See ae a aes 6,949,255.23 
MoricacGes . . eee has ae ed ea gee Oe 8,829,843.13 
CUSTOMERS’ Actertincs Lidmetsie ar Rpt Wiha. eon Aero 6,161,164.97 
CNTEER NS sa ae Be a. eee ee aes 12,279,459.93 


$3,856,798,579.82 


LIABILITIES 





CaPITAL Funps: 
Carma -St0cK i os SOO IO POND 
SURPLUS... . 5 SE Goa! Le Ue ae, ie 
UNDIVIDED Fecdesi Bebe je ee Soe ies cane 


$ 240,981,406.44 
RESERVE FOR CONTINGENCIES . ...... ge 10,922,571.34 
RESERVE FOR TAXES, INTEREST, ETC.. . . .....-. 1,965,902.57 
DeEPosIfS .. . oe Raab eR orig haga Dh 2g Aig Gainer 
ACCEPTANCES Ouretanpare ee aes bisa tetg 7,371,250.10 


LIABILITY AS ENDORSER_ON Anceureinces AND Ponsiai BILLs 272,633.18 
CRE RPI a a es ee ee eee 7,722,396.71 





$3,856,798,579.82 


United States Government and other securities carried at $146,159,730.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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be some room for minor concessions, 
and one may rest assured that any alle- 
viation of the situation in border com- 
munities found to be possible will be 
given immediate attention, for Ca- 
nadians naturally sympathize with those 
Americans who have been hurt. 

Respecting United States travel to 
Canada, while 1941 may be a better year 
than 1940, no opportunity must be lost 
to establish a record in 1942. The 
future is, however, clouded by two well- 
defined threats: firstly, increasing pre- 
occupation with war production in the 
United States may mean less time for 
travel, although countering that will be 
the effect of more money available for 
the purpose; and secondly, restrictions 
have recently been imposed on the salt 
of gasoline. 

As to the first it is probably safe to 
assume that the two contrary influences 
will offset each other, with a reasonable 
chance that the effects of the additional 
funds will outweigh the dearth of time. 
The gasoline question, on the other 





hand, will be a distinct difficulty, as 
probably 85 per cent of United States 
tourists entering Canada travel by auto- 
mobile. It is true that tourists furnish 
Canada with United States funds with 
which gasoline, among other things, 
may be bought, but the quantity of gaso- 
line which under present transportation 
conditions can be imported into Canada 
is limited. However. the fact that paral- 
lel regulations are in force in parts of 
the United States will tend to prevent 
the discouragement which the motoring 
tourist would otherwise feel. Care must, 
nevertheless, be exercised to give full 
publicity to this matter so that no mis- 
understanding will be possible or any 
attempt by the country’s enemies to dis- 
tort the facts stand the least chance of 
success. 

If Canada can regain all the ground 
on the travel front which has already 
been lost and at the same time smash 
any new attack, the battle of the tourist 
trade will be won and the way prepared 
for the final offensive. 


Progress Toward Unity 


THERE are ultra-radical elements among 
our American people, and there are 
likewise ultra-conservative groups. The 
heat of conflict between these extreme 
elements tends to confuse those in be- 
tween. It tends to cloud the true issues 
that we in this country face, and there 
are those who would capitalize upon 
this confusion for their own advantage. 
But, happily, the great body of the 
American people are agreed upon such 
a preponderance of our principles and 
our purposes that within an area of at 
least 80 per cent we are all in unison 
as to our way of life, our form of gov- 
ernment, our acceptance of responsibil- 
ity, and our sharing of the fruits of 
effort. 

The main thing we need is to segre- 
gate the issues of the radical conserva- 
tive and the radical liberal, and come 
to a clear conception of our 80 per cent 
area of universal agreement, to the end 

-that our government can be maintained 
as our servant in fulfilling these objec- 
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tives and preserving these principles. 
Otherwise the conflict of the extremes 
may be opportunistically utilized to 
make government ‘our master when we 
are seemingly, but not actually, divided 
in our main body of purpose. 

Business, and banking in particular, 
can greatly contribute to this clarifica- 
tion, this. essential progress toward 
unity, by convincing the people through 
specific performance of service that we 
are as one as a people, without per- 
mitting the extremes of either group to 
give reality to the appearance of 
division. 

It is our belief that such a position 
and purpose will refute the claims of 
the radical, will allay the fears of the 
ultra-conservative, and will affirm the 
belief of the majority in the mission and 
usefulness of private enterprise con- 
scious of its social responsibilities.— 
Thomas C. Boushall, president, The 
Morris Plan Bank of Virginia, Rich- 
mond, Va. 
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Conversion of Commercial 


Bank Funds 


A Plan to Provide for Liquidity and Flexibility of Funds 
and the Stabilization of Profits in Com- 
mercial Banking 


By H. E. ZARKER 


II 
THE CONVERSION OF FUNDS 


Conversion of Funds Basis—This article is devoted to 
a discussion of the mechanics of the “conversion of funds 
basis,” Exhibit I, which is the mainspring of this plan to 
provide for liquidity and flexibility of funds and the stabili- 
zation of profits in commercial banking. 

It is suggested that sufficient time be allowed for the 
consideration of the conversion of funds basis to thoroughly 
understand it before poe with its i RH to a 
specific situation. 

The study of Exhibit I, “conversion of funds basis,” 
conveniently falls into the following three divisions: 


1. The sources of funds available for conversion, which appear across 
the top of the exhibit. 

2. The assets listed in the left-hand column. 

3. The percentages used in distributing the various funds available 
for conversion into the qualifying types of assets. 


Premises Considered in the Development of the Conver- 
sion of Funds Basis.—The conversion of funds basis—Ex- 
hibit I, has been developed for use in the average commer- 
cial bank where the following factors predominate: 


This is the second of a series of articles which started in the October num- 
ber. The author is treasurer of the Princeton Bank & Trust Company of 
Princeton, N. J. 
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1. Where the bank does not have a preponderance of large demand 
deposits which fluctuate violently. 

2. Where the community served by the bank is composed largely of 
conservative and frugal individuals. 

3. Where the industry or other income-producing business in the 
community served by the bank is well diversified and constant. 

4. Where wages and employment are generally satisfactory. 


The degree to which these factors fluctuate in each bank 
and community, and the inability of a bank to completely 
rearrange its asset position in conformity with the conver- 
sion of funds basis within a reasonable period of time, should 
be the only reasons for adjusting the percentages. 


STUDY OF DEPOSIT LIABILITY 


Inasmuch as the sources of funds—deposits and stock- 
holders’ equity—form the basis for the conversion of funds, 
a comprehensive study of this phase of commercial banking 
is justified. 

For those bankers who would make a complete analysis 
of their sources of funds, unfortunately no one system can 
be suggested. The size of the bank, type of depositors’ rec- 


ords and service charge analysis, mechanization and man- 
power in the bank, and kinds of historical graphs and statis- 
tics maintained are but a few of the variables with which it 
is necessary to cope in each situation. 

If demand funds constitute the. major portion of the 
banks’ deposits, this may well obviate the necessity for a 
strenuous analysis of its time accounts, and vice versa. 

There are three well accepted methods of deposit analy- 
sis: first, by classification of accounts; second, by trend; 
third, by fluctuation of balances. 


CLASSIFICATION OF ACCOUNTS 
(Separate ledger controls and different colored sheets if 
necessary ) 
Demand and Time Accounts Subdivided Large (over 
$5000) and All Other Accounts as follows: 


1. Personal Accounts. 
2. Banks. 
3. Insurance Companies. 
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4. Corporations (other). 

5. Trust Accounts. 

6. U.S. Government. 

7. State, County and Municipal. 


STUDY OF TREND OF DEPOSITS OVER A 10-YEAR PERIOD 


1. Nationally. 
2. Locally. 
3. Your own bank. 


SOURCE OF FUNDS AVAILABLE FOR CONVERSION 


Part One of the discussion of the Conversion eo Funds 
Basis—Ewhibit I 


Regular Demand Deposits—Emphasis is placed upon 
the word “regular,” because this subdivision should include 
the run-of-the-mill checking accounts. Special or tempo- 
rary demand deposits, payroll accounts, and any other funds 
not of a regular withdrawal nature, must be excluded from 
this category. 

Due to Banks.—This type of deposit funds is self- 
explanatory. 


Special Demand Deposits——This group includes large 
payroll accounts, public funds payable on demand and all 
other checking accounts whose withdrawal demand upon the 
cash position of the bank is heavier than the demand required 
in servicing the regular run of demand deposits. 'Tempo- 
rary demand deposits should also be placed in this section. 


Regular Time Deposits—An analysis of savings depos- 
its and certificates of deposit will disclose the regular and 
temporary or special funds. The regular savings deposits 
and certificates of deposit fall into this classification. 


Special Time Deposits—This classification is intended 
to include those savings deposits and certificates of deposits 
not qualifying for inclusion in the regular time deposit 
group. 

Available Capital Funds.—This figure is arrived at by 
totalling capital, surplus, undivided profits and reserves, and 
deducting: 
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1. Bank land, building, furniture and fixtures, vault and office 
appliances. 

2. “Other Real Estate” owned. 

3. Federal Reserve stock. 

4. United States Government and other bonds pledged. 

5. Loans not conforming to the quality set forth under description 
of qualifying assets. 

6. Securities not conforming to the quality set forth under descrip- 
tion of qualifying assets. 

7. All other assets now held that are ineligible as investments for 
depositors’ funds according to the quality requisites set up in this plan. 


DESCRIPTION OF QUALIFYING ASSETS 


Part Two of the discussion of Conversion of Funds Basis 
Exhibit I 
The assets used in Exhibit I—the conversion of funds 


basis—are only those that can be properly placed into the 
following classifications: 


Primary reserve, 
Legal reserve, 
Secondary reserve, 
Loans and discounts, 
Securities, 


each of which is described hereinafter. 

The thumbnail sketch of these assets is not intended to 
cover the entire field of investment procedure, which would 
obviously require volumes, but rather to present just suffi- 
cient data to enable the reader to visualize the mechanics of 
this plan to provide for liquidity and flexibility of funds and 
the stabilization of profits in commercial banking. 

It is with the mechanics of the plan that we are mainly 
concerned, and only an outline of the highlights of the assets 
recommended for its successful operation is included herein. 


Primary Reserve—Primary reserve includes: 


1. Cash in vault. 

2. Exchanges for clearing house and other items in process of 
collection. 

8. Amounts due from other banks upon demand. 

4. Items forwarded to Federal Reserve Bank. 


Cash and Due from Banks.—A strong cash position is 
not a sign of a safe, liquid and flexible bank if beneath the 
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cash account there is a preponderance of fixed and capital 
loans, long term high-yield securities, other real estate, fro- 
zen mortgages, insufficient reserves, etc. 

It might appear to the banker not familiar with such a 
plan as this, that the primary reserve, as suggested by the 
conversion of funds basis is rather inadequate despite its 
claim to offer the maximum in safety, liquidity and 
flexibility. . 

However, with an adequate, free secondary reserve; with 
conforming loans and discounts, a high percentage being 
rediscountable and continually rotating; and a portfolio of 
high grade, short term, marketable securities amply pro- 
tected by reserves, etc., a much smaller primary reserve is 
required than is usually carried. 


Legal Reserve——tThis is the reserve account with Fed- 
eral Reserve Bank, which should be maintained as close to 
the actual requirements as possible. 


Secondary Reserve-——The secondary reserve should 
include: 


1. Call or street loans made to brokerage houses (supported by col- 
lateral in the form of stocks and bonds listed on the New York Stock 
Exchange or other recognized exchanges). These loans are payable on 
demand, and over a period of time yield a fair return considering their 
safety and high liquidity. 

2. Short term United States Government bonds not pledged or 
assigned. 

8. Bankers’ acceptances. 

4. Commercial paper bought in open market. 


Since the purpose of the secondary reserve is to take care 

of emergencies, which may or may not be predetermined, 

- maturities should be short and carefully spaced so that they 

will insure a steady inflow of cash either for reinvestment or, 

if necessary, to provide for abnormal withdrawal require- 
ments. 


Loans and Discounts——The types of assets grouped 
under this heading are three in number: 


1. Prime commercial loans. 
2. Loans secured by marketable collateral. 
3. Prime first mortgages. 
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Prime commercial loans for working capital requirements 
should include at least 90 per cent rotating and eligible for 
rediscount. The remaining 10 per cent may be of longer 
maturity, made with definite repayment or amortization 
contracts. A clean-up of loan lines at least once yearly is 
a good policy on which to insist. 

Loans secured by marketable collateral should be made 
only after a thorough understanding on the part of the 
borrower of the terms on which this type of asset is desirable. 
The collateral must be marketable, and definitely adequate 
to protect the loan under normal conditions. It should be a 
part of the understanding that when the market value of 
the collateral falls to within 120 per cent of the amount of 
the loan it will be immediately and automatically sold out 
unless it is paid down or additional collateral of an accept- 
able and marketable nature is furnished. No deviation from 
this policy is justifiable. 

Prime first mortgages, where they fit into the plan, must 
be granted with an exceptionally wide margin of safety for 
inclusion in commercial bank portfolios. None of them 
should be admitted without an amortization clause rigidly 
carried out. Once yearly an appraisal and inspection of 


the properties so mortgaged is an essential part of the pro- 
tection they require. In adjusting the appraisal value of 
the property as often as the times necessitate, the mortgages 
may be kept in line with fluctuating values, or, failing to 
do so, allow the bank sufficient time to eliminate any poten- 
tial loss situations before they actually arise. 


Loans Eligible for Rediscount—the Third Line Reserve. 
—It is needless to say that in commercial banking a very 
high percentage of loans (other than collateral loans) should 

- at all times be eligible for rediscount. 

However, the rediscounting privilege should not be used 
to pyramid a bank’s asset structure, but rather, as a factor of 
safety to be drawn upon when the necessity arises out of an 
unusual demand for funds by depositors over and above the 
ability of the primary and secondary reserves to provide 
sufficient liquidity. 

By considering the rediscount privilege in this light, the 
security portfolio designed for spaced maturities need not 
be sacrificed, but is allowed to operate with precision in 
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practically every phase of the business cycle. Thus it will 
be noted that the use of this third line reserve will permit an 
orderly and systematic operation of the security portfolio. 
In so doing, security purchases at high and low values will 
be averaged as well as gains and losses from the sale of 
these spaced maturity investments. 


Loans Secured by “Other Good Collateral.”’—Fre- 
quently, this division of the loan portfolio includes a multi- 
tude of sins. Such paper should be delegated to the avail- 
able stockholders funds, because it is not sufficiently safe, 
liquid or flexible to stand the test of those investments which 
qualify for conversion of depositors’ funds. 

As this paper is liquidated, banks will do well to avoid 
similar assets when following the conversion of funds basis, 
which is designed to insure safe, liquid and flexible assets 
capable of withstanding the withdrawal pressure of deposi- 
tors at a minimum of loss, and simultaneously yielding an 
income commensurate with their quality. 


Turnover of Loans.—It has been a characteristic of com- 
mercial banking in general to be lax in effecting sufficient 
turnover of its loanable funds. Just as it is imperative to 
space security maturities, so is it necessary to insist on a 
good turnover of loans. It is not beyond the scope of many 
bankers to double the effectiveness of funds for conversion 
into loans by concentrating on this vital point. These funds 
may be comparable to the inventory of a manufacturer. It 
is only by an ideal turnover of his inventory that it will serve 
him most efficiently. 

One banker with whom the conversion of funds basis was 
discussed took exception to the apparently small percentage 
of loanable funds he would have available were he to adopt 
it. He was using almost twice the amount permitted by this 
plan. When the question of turnover of loanable funds was 
brought up, a quick survey of his loan portfolio revealed 
over 40 per cent which he admitted was of a fixed or capital 
nature. Obviously, the remaining balance had to bear all 
of the customers’ working capital requirements. 

As the discussion ended he admitted that practically 
none of these fixed loans belonged in a commercial bank’s 
portfolio and that the suggested volume under the plan out- 
lined would permit him to so rotate his loans as to enable 
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him to adequately serve his borrowers’ working capital 
requirements, ; 


Reserve for Losses from Loans.—A reserve should be 
created to absorb losses from loans equivalent to 10 per 
cent of the interest income received from loans and discounts 
each year until the reserve fund is equal to 5 per cent of the 
total loans outstanding. 

Assuming a 5 per cent return on these loans and no 
material change in the amount loaned, it would require a 
period of ten years to accumulate the desired reserve even 
if there were no reduction in this reserve occasioned by cur- 
rent losses on loans. 

This reserve will in effect stabilize an important part of 
the profit picture in subsequent years by its ability to absorb 
losses otherwise deductible from undivided profits. 


Securities —Securities, as such, will be dealt with only 
so far as it is necessary to intelligently outline this phase of 
bank administration as it fits into the mechanics of the 
conversion of funds basis. It is not intended to be a treatise 
on the subject, for specialists in the important function of 
investment have ably covered the field. We are only con- 
cerned here with the segregation of this group of assets to 
arrive at the proper level of safety, liquidity and flexibility. 
Nor does it follow that the securities qualifying for inclusion 
in the commercial bank portfolio will be self-governing with 
this plan in operation. Indeed it will require unusual strat- 
egy and capacity to keep the security portfolio properly 
balanced. Dealing in so narrow a market it can be readily 
seen that the investment officer must follow his portfolio 
closely to see that each bond maintains its designated qual- 
ity or be ready to switch if necessary. He must also keep in 
mind a comparable list of securities to replace those matur- 
ing each year. 

The conversion of funds basis calls for a portfolio of: 
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1. State and municipal bonds. 

2. Industrial bonds. 

8. Public utility bonds. 

4. Railroad bonds and equipments. 


Seventy per cent of the total investments in each of these 
four classifications should bear a triple “A” (AAA) rating, 
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and 80 per cent should bear a double “A” (AA) rating, by 
at least two reliable statistical houses. They should be 
checked at least monthly to assure the continuance of the 
designated qualities. When ratings are changed downward, 
any bonds so affected should be disposed of immediately and 
replaced by the proper quality. Over a period of time such 
prompt action will benefit the banker to a much greater ex- 
tent than it will affect him adversely. 


MATURITIES AND SPACING OF SECURITIES 


Maturity Schedule of Securities Eligible for Investment 
of Regular Demand Deposits—tThe security portfolio cre- 
ated from regular demand deposits should be so developed 
that one-fifth of the total securities from this source of funds 
will mature each year. 

Once set up properly, the bonds maturing each year can 
be replaced with qualifying securities due in five years. 


Maturity Schedule of Securities Eligible for Investment 
of Regular Time Deposits——The security portfolio created 
from regular time deposits should be so planned that one- 
tenth of the total securities from this source of funds will 
mature each year. 

Once set up properly, the bonds maturing each year can 
be replaced with securities due in ten years. 


Maturity of Securities Eligible for Investment of Avail- 
able Capital Funds.—This security portfolio should be so 
developed that one-fifteenth of the total securities converted 
from available capital funds will mature each year. Once 
set up properly, the bonds maturing each year can be 
replaced with securities due in 15 years. 

The spacing of the purchases and sales of these securi- 
ties, as outlined, was designed to equalize bond price fluctua- 
tions over the business cycles and permit at the same time 
sufficient flexibility and liquidity. 

It will be seen that bonds maturing at any given time 
will be replaced by similar bonds at the same time. Thus, if 
the bond market is strong and prices good, correspondingly 
high prices will be paid for the bonds necessary to replace 
them. Ina period of depression when bond prices are weak, 
the funds from those bonds maturing will be immediately 
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used to buy sufficient bonds at favorable prices to replenish 
the portfolio. 

In the narrow market permitted by this plan profits will 
be conservative and losses will be negligible. 

The necessity for throwing large quantities of bonds on 
the market during periods of serious withdrawals at tremen- 
dous sacrifices will be entirely eliminated. By rotating the 
maturities over such a short period of time and holding to 
the high quality outlined, the safety of the invested principal 
is rigidly guarded. 

Bond Premium Amortization—Bond premiums are to 
be periodically amortized out of income so that they are 
charged down to par at their maturity or to the redemption 
price at the first callable date. 


Reserve for Bond Losses.—A reserve equal to 10 per 
cent of the book value of the securities purchased as assets 
for the regular demand deposit funds should be created out 
of profits from the sale of securities, 

A reserve equal to 13 per cent of the book value of the 
securities purchased as assets for the regular time deposit 
funds should be created out of profits from the sale of 
securities. 

A reserve equal to 17 per cent of the book value of the 
securities purchased as assets for the available capital funds 
should be created out of profits from the sale of securities. 

These reserves set up to protect the high grade of secu- 
rities included in the portfolio as described are deemed suf- 
ficient to absorb any necessary losses. 

From hypothetical portfolios set up to show the price 
fluctuations of 70 per cent triple “A” and 80 per cent double 
““A” securities over a fifteen year period, the percentages 
of reserves as determined above have proven adequate. 

It should be remembered that these reserves are backed 
up by undivided profits, surplus and capital, notwithstand- 
ing the fact that they are actually designed to be sufficient 
protection in themselves. 

Profits from Sale of Securities—As mentioned before, 
the operations of a commercial bank should be designed to 
produce sufficient income to absorb all expenses and provide 
for an adequate profit without depending upon profits from 
the sale of securities to take up the slack. 
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“A study of the corporation tax returns shows that during the eleven 
years 1922-1982, inclusive, a total profit of $85,647,884,000 was earned, 
and a total deficit of $38,674,783,000 incurred, or a net profit total of 
$47,573,101,000 for these eleven years. We may say then that American 
business men during these eleven years lost almost a dollar for every 
dollar they earned in profit. The average number of corporations report- 
ing each year was 464,433, and we can thus calculate that the average 
profit per corporation for this entire period was a little over $10,000, or 
less than one thousand dollars per year per corporation. To drive this 
home mercilessly: the average corporation did not earn anywhere near 
enough profit per year during the eleven bonanza and panic years 1922- 
1932 to support one family according to a ‘decent American standard of 
living.’ ” 


What a gamble is the task of loaning and investing bank 
funds even in its most conservative form. Is it any wonder 
that bankers are interested in a plan that will free them from 
many of the risks involved in buying anything but the high- 
est grade short term bonds and from investing in anything 
but prime, short term working capital loans. 

Combining the income from assets created in conform- 
ance with the conversion of funds basis and an adequate 
service charge plan, profits from sale of securities will be 
free to create the reserve for bond losses. Since security 
profits are incidental to commercial banking inasmuch as the 
securities are purchased for income, they form an excellent 
source of funds to create a backlog against which subsequent 
losses may be charged. It might be mentioned at this point 
that under the haphazard operation of banking without a 
conversion of funds basis, most losses incurred were due to 
forced sale and charge-offs of securities of a poor quality in 
periods of depressed markets when many other banks were 
doing the same thing. By maintaining the high quality, 
short maturities and spaced purchases, the operation of the 
security portfolio will eliminate most of the losses previ- 
ously experienced. This reserve is an important link in the 
stabilization of profits in commercial banking. 


Major Source of Investments.——J. George Frederick, 
in his book “For Top-Executives Only,” makes this interest- 
ing appraisal of American corporations :* 


1J. George Frederick, For Top-Ezecutives Only. The Business Bourse, 
New York. 1936. 
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THE PERCENTAGES USED IN THE BASIS 


Part Three of the discussion of the conversion of funds 
basis—Ecvhibit I, 


An intensive study of the subject of conversion of funds 
was made over a period of three years during which time 
numerous conversion plans then in use were reviewed and 
tried out and many bank statements analyzed in an attempt 
to find the one best method to adopt. 

During the same period numerous original plans were 
developed, revised and experimented with, 

It was realized that there were several factors of a vari- 
able nature that would have a tendency to change the stated 
percentages of any one plan before it could be safely used as 
a basis for commercial banks under varying conditions. 

As set forth before, the percentages in Exhibit I were 
developed for use in the average commercial bank where the 
following factors predominate: 


1. Where the bank does not have a preponderance of large demand 
deposits which fluctuate violently. 

2. Where the community served by the bank is composed largely of 
conservative and frugal individuals. 

3. Where the industry or other income-producing business in the 
community served by the bank is well diversified. 

4. Where wages and employment are generally satisfactory. 


It will be necessary for banks adopting this plan to eval- 
uate the conditions in their respective banks and communities 
as compared with those used in determining the percentages 
used in Exhibit I and make the desirable adjustments. The 
most general deviation will be the increase in the percentage 
of cash converted from the deposit liability because of prem- 
ise “1.” Unless the other factors are radically different, it 
is doubted that any changes need be made. 


CONVERSION PROVISION FOR EACH SOURCE OF FUNDS 


The conversion of funds basis—Exhibit I—is designed 
to provide the maximum of safety, flexibility and income 
from the bank assets in relation to the specific types of lia- 
bilities from which they are converted. 


The Conversion of Regular Demand Deposits—The 
conversion of regular demand deposits should be made as 
follows: 
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8% Cash, Due from Banks, etc. 

14% Legal Reserve 
10% Free (not pledged) U. S. Government Obligations of short 

maturity 

8% Call Loans, Commercia) Paper Purchased, etc. 
30% Prime Commercial Loans 

15% Loans Secured by Marketable Collateral 

3% State and Municipal Bonds 

4% Industrial Bonds 

4% Public Utility Bonds 

4% Railroad Bonds and Equipments 


100% in assets converted from “Regular Demand Deposits.” 


In summarizing this phase of the conversion plan, keep- 
ing in mind the qualifications called for under the discussion 
of loans and securities, you will note that 22 per cent of 
these deposits is retained in primary and legal reserve; 10 
per cent in short term, free U. S. Government bonds which 
are readily salable or may be borrowed upon; 8 per cent rep- 
resented by call loans, commercial paper, etc.; 30 per cent is 
invested in prime commercial paper continually rotating and 
of which a high percentage is eligible for rediscount, thus 
providing 70 per cent of the Regular Demand Deposits with 
Primary, Legal, Secondary and Third Line Reserves that 
are substantially equivalent to cash; 15 per cent in loans 
secured by marketable collateral which can be liquidated if 
and when the necessity should arise; and 15 per cent in secu- 
rities with maturities equally spaced over five years, the 
details of which were previously discussed. This rounds out 
the complete investment program for the conversion of regu- 
lar demand deposits designed for the maximum of safety, 
flexibility and income commensurate with this type of deposi- 
tors’ funds. 


The Conversion of “Due to Banks” Funds.—Inasmuch 
as this part of the bank’s funds available for investment is 
subject to a greater withdrawal pressure than regular de- 
mand deposits, the following conversion basis is suggested: 

12% Cash, Due from Banks, etc. 

14% Legal Reserve 

30% Free (not pledged) Short term, U. S. Government obligations 

20% Call Loans, Commercial Paper Purchased, etc. 


16% Prime Commercial Loans 
8% Loans Secured by Marketable Collateral 


100% in assets converted from “Due to Banks” funds. 
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With the exception of the fact that the investment of 
any part of these funds in securities other than governments 
is not recommended, and that certain adjustments of per- 
centages were made to meet the particular requirements of 
funds available for conversion from “Due to Banks” depos- 
its, the same high quality and flexibility of the assets are to 
be maintained as referred to in the comments following the 
conversion of regular demand deposits. 


The Conversion of Special Demand Deposits —Keeping 
in mind the potential fluctuations of these deposits because 
of their very nature, a slightly greater degree of liquidity 
and flexibility than necessary with “Due to Banks” deposits 
is deemed essential. ‘Therefore, the following conversion 
schedule is recommended: 

16% Cash, Due from Banks, etc. 

14% Legal Reserve 

35% Free (not pledged) Short Term U. S. Government 

Obligations 
25% Call Loans, Commercial Paper Purchased, etc. 
10% Prime Commercial Loans 


100% in assets converted from “Special Demand Deposits.” 


Having covered the quality of the assets heretofore, the 
percentages are all that remain to hold your attention at 
this point. 

It is readily recognized that even this plan will not be 
adequately liquid in some exceptional situations. In such 
instances the conversion basis should be arrived at only after 
a detailed study of the particular requirements of deposits 
included in this group of “Special Demand Deposits.” 


The Conversion of Regular Time Deposits——Contrary 
to general belief, time deposits are not as stable in times of 
depression as many brokers feel they are. 

The shrinkage in time deposits (including Postal sav- 
ings) of all member banks in the Philadelphia Federal Re- 
serve District from a total of $1,219,000,000 on March 25, 
1981 to $886,000,000 on June 30, 1933—a short period of 
214 years—amounted to $833,000,000,” or more than 27 per 


2 From figures received from J. Frank Rehfuss, Manager of the Depart- 
ment of Research and Statistics, Federal Reserve Bank of Philadelphia, in his 
letter dated August 17, 1987. 


THE BANKERS MAGAZINE for November, 1941 





cent. And it is well to bear in mind that the time deposits of 
many other districts were affected to a considerably greater 
degree during the same period. 

In view of these facts, the following conversion schedule 
for regular time deposits will prove advantageous: 


3% Cash, Due from Banks, etc. 

6% Legal Reserve 

6% Free (not pledged) Short Term U. S. Government 
Obligations 

5% Call Loans, Commercial Paper Purchased, etc. 

10% Prime Commercial Loans 

15% Loans Secured by Marketable Collateral 

15% Prime First Mortgages 

10% State and Municipal Bonds 

10% Industrial Bonds 

10% Public Utility Bonds 

10% Railroad Bonds and Equipments 


100% in assets converted from “Regular Time Deposits.” 


Together with the changes in the percentages when com- 
pared with the previous schedules for the various liabilities, 
prime first mortgages have been added to the assets appli- 
cable for investment of these funds, the quality of which was 
previously discussed. Note also, by reference to the discus- 
sion of securities, that this part of the investment portfolio 
allows a maximum maturity of ten years in equally spaced 
yearly maturities. 


The Conversion of Special Time Deposits.——In accord- 
ance with the type of deposits included under this heading, 
the schedule of conversion which follows will permit ade- 
quate flexibility : 

6% Cash, Due from Banks, etc. 

6% Legal Reserve 

25% Free (not pledged) Short Term U. S. Government 
Obligations 

20% Call Loans, Commercial Paper Purchased, etc. 


80% Prime Commercial Loans 
13% Loans Secured by Marketable Collateral 


100% in assets converted from “Special Time Deposits.” 


Because of the very nature of the deposits from which 
these assets are derived, no portion of it is placed in secu- 
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rities other than governments. Quality specifications of 
these assets have been previously outlined in detail. 


The Conversion of Available Capital Funds.—The 
phrase “available capital funds” refers to the total of capi- 
tal, surplus, undivided profits and reserves, less the sum of 
the following assets designated as investments of capital 
funds because they are fixed assets or not available to pay 1 
the withdrawal of deposits, or otherwise unsuitable for con- : 
version from deposit funds: 


1. Bank land, building, furniture, fixtures, vault and office appliances. 

2. “Other Real Estate” owned. ‘ 

3. Federal Reserve stock. 

4. U. S. Government Obligations and other Bonds pledged or 
assigned. 

5. Loans not measuring up to the quality set forth under the 
Description of Qualifying Assets. 

6. Securities not measuring up to the quality set forth under the 
Description of Qualifying Assets. ‘ 

7. All other assets now held that are ineligible as investments for 
depositors’ funds according to the quality requisites set up in this plan. 

















The difference between the capital funds and items 
Nos. 1 to 7 inclusive represents “available capital funds,” 
or capital funds available for conversion. They are to be 
invested as follows: 





40% Prime First Mortgages 

15% State and Municipal Bonds 
15% Industrial Bonds 

15% Public Utility Bonds 

15% Railroad Bonds and Equipments 


100% 


The securities in which these funds are invested have a 
maximum maturity of fifteen years, one-fifteenth of which 
are to mature each year. 

Unless a newly organized bank were to adopt this orderly 
method of bank operation, other banks using it will have 
deducted from their stockholders’ equity non-conforming 
loans and securities already in their possession. As these 
assets are worked out, the available cash therefrom should 
be invested equally between secondary reserve assets and 
“conforming commercial loans” to permit the capital funds 




















in assets converted from “Available Capital Funds.” 
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to be more flexible than the above schedule now provides for, 
because a portion of these funds represents reserves. 


The Stabilization of Profits—Over and above the ex- 
pressed purpose of the plan, that of providing for the liquid- 
ity of funds which in itself is a definite step forward; the sta- 
bilization of profits through its application should be of 
exceptional interest to commercial bank officers, directors 
and stockholders, as well as depositors. The creation of ade- 
quate reserves for losses during periods when sufficient in- 
come is earned, so that it may be done without creating a 
hardship, seems to be the desirable procedure to follow. 
Losses must always be taken during periods when earnings 
are sub-normal and when operating profits are inadequate 
to absorb them. Anticipating them is to stabilize profit. 

In developing the asset structure of the bank to produce 
the required safety, liquidity and flexibility necessary for 
the protection of the funds of depositors and stockholders, 
the high quality of the loans and securities, together with 
their turnover and evenly spaced short maturities, combine 
to eliminate most of the causes for heavy charge-offs and 
losses incurred under the system now generally in use. 


“Gains result primarily from the avoidance of losses’—and 
surely the avoidance of those losses through the proper in- 
vestment of funds is a contributing factor in profit sta- 
bilization. 


Lower Income and Fewer Losses.—It is conceded that 
the conversion of funds basis—Exhibit I—has been devel- 
oped to permit the ultimate in safety, liquidity and flexibil- 
ity. Safety of principal with liquidity and flexibility has 
been the paramount purpose. In so doing, considerably less 
income will be earned from the asset structure than many 
banks are used to. But, it is also a part of this plan to sell 
the bank’s services at an adequate selling price, the result of 
which will offset the lower return on the assets invested. 
This will be discussed at length in a later installment. 

Any compromise with the recommended quality and dis- 
tribution of the assets would be a compromise with losses 
and charge-offs of loans and securities in the operations of 
commercial banking. 

The adoption of this conversion of funds basis, should the 
premises upon which it was created be comparable to a spe- 
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cific bank’s own operating conditions, or altered sufficiently 
to adjust those factors of a variable nature, will result in the 
avoidance of a major portion of the heavy losses and charge- 
offs suffered in the past. ( 
The losses on loans and investments of the member banks 
in the Third Federal District for the five years—1931 
through 1935, amounted to the staggering sum of $298,029,- ‘ 
000.° It is beyond the imagination of the conservative banker 
to believe that the net income received from the loans and 
investments responsible for these losses, after deducting the , 
total loss involved, is anywhere near the net income which | 
would have been earned from the same volume of assets cre- 
ated by the conservative utilization of the conversion of funds 
plans outlined in these articles. 
One investment theory—the most fundamental of all— 
has stood the test of time, and stands today still unchal- 
lenged: 


GAINS RESULT PRIMARILY FROM AVOIDANCE OF LOSSES.” 





In the management of invested funds the objective 
should be not to create gains by investments in loans and 
securities of a “capital loss” nature, but to avoid losses 
through the utilization of the “Plan to Provide for Liquidity 
and Flexibility of Funds and the Stabilization of Profits in 
Commercial Banking.” 


Necessity of a Synchronized Balance Sheet.—This idea 
is nothing more than a plan to synchronize the assets of a 
bank with the demands of its depositors. It is just as impor- 
tant for the bank to do it as it is for business to synchronize 
the items on its balance sheet. 

In a business concern what would happen if the manu- 
facturing division should work independently of the sales 
and purchasing departments; or if the sales force should 
function without regard for the manufacturing or purchas- 
ing departments? 

Synchronization of all functions of business is needed to 
the fullest extent. A proper relationship must exist between 








3 From figures received from J. Frank Rehfuss, Manager of the Depart- 
ment. of Research and Statistics, Federal Reserve Bank of Philadelphia, in 
his letter dated August 17, 1937. 
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the amount of raw material purchased, volume of inventory 
carried, sales quota, manufacturing facilities, working capi- 
tal, etc., to produce a well balanced financial position. If 
cash is inadequate, accounts receivable excessive, inventory 
too high, fixed debt out of line, accounts payable past due, 
etc., or if even any one of them is out of line, a smooth run- 
ning business is impossible. 

Bankers have long recognized this in business. The ana- 
lytical departments of the larger banks and credit groups 
such as the Robert Morris Associates have devised and con- 
tinually keep up-to-date “standard” balance sheets for each 
major industry in the country. The “standards” may be 
compared with customers’ actual balance sheet positions, 
thus bringing to light immediately any variance with this 
ideal yardstick. 

Bank operations should be followed through in exactly 
the same way. The type and volume of assets must be 
synchronized with the type and volume of deposits and capi- 
tal funds. The sources of funds should be in direct relation- 
ship with the assets into which they are converted. If 
demand deposits increase, certainly the increase must be 
converted into those assets which will permit the flexibility 
and liquidity they demand. If savings deposits increase, 
they too should be converted into the types of assets and 
in the proper volumes to protect the depositors’ and stock- 
holders’ funds. A shrinkage of deposits will call for the 
liquidation of the assets into which those funds were con- 
verted in the proper percentage so that at all times practi- 
cally the same relationship will exist between types of lia- 
bilities and assets. 

The ideal balance sheet will never be attained, but that 
should not deter us from striving for it constantly. Some 
banks can reconstruct their asset position to conform with 
the “standard” without much trouble. Others may have 
extreme difficulty in adopting it. Those banks in which it 
seems impossible to adopt such a plan are the ones needing 
it the most. 


The consciousness of the necessity for a segregation of 
the assets converted from demand and savings deposits has 
long since passed the theoretical stage. For instance, in 
California, and in several other states, banks must maintain 
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the assets converted from demand deposits separate from 
those arising out of the investment of savings funds, 

Nor is it limited to a comparatively few states. Banks 
scattered throughout the United States have seen fit, of 
their own volition, to develop conversion of funds schedules 
and benefit therefrom. 


Changing the Profit Formula.—Remember the old profit 
formula still in use in most of the banks in the United States? 

Gross income (a high percentage of which arises out of 
investments not adaptable to or desirable in commercial 
banking) plus profits and recoveries; less interest paid, sal- 
aries, current expenses, depreciation and losses (excessive 
due to the types of investments owned) equals Profit or Loss 
(an unknown factor). 

With a conversion of funds basis synchronized with an 
adequate service charge plan, a new profit formula can be - 
developed as follows: 

Adequate Net Profit for additions to surplus and reserve 
for contingencies after dividends are paid; retained after all 
expenses and interest are provided for, created out of gross 
earnings (from a flexible, safe and liquid investment pro- 
gram); plus the income from the made-to-order service 
charge plan. 


Which Method Is Most Desirable?—When we entered 
the depression, it is safe to assume that many banks in the 
country were in a similar position to several from which the 
following facts were taken. 


1. 80% of their U. S. Government obligations were pledged—leaving 
practically no secondary reserve. 

2. 40% of their commercial loan portfolio was ineligible for 
rediscount. 

8. 45% of their loans and discounts was in fixed or slow moving 
paper for other than working capital purposes, so that these notes could 
not be readily liquidated. 

4. 60% of their security portfolio was invested in long term, “capital 
loss” securities, liquidation of which could only be made at a tremendous 
sacrifice. 

5. Security maturities were not evenly spaced to provide funds each 
year for either reinvestment or use in abnormal withdrawal of deposits. 


_A similar condition was seen to exist by H. N. Stronck, 
who has the following to say on this specific subject: 








“A study of the present position of these reserve and investment 
accounts in hundreds of banks of all types and classes revealed that 
there is a great variation in the percentages and a nation-wide lack of 
agreement as to the proper percentages. Cash reserves ran from 5 per 
cent to 72 per cent; secondary reserves from none to 73 per cent; local 
loans from none to 90 per cent; investment accounts from none to 71 per 
cent of the bank’s resources. Many of the banks studied admitted that 
they did not have a definite policy as to conversion of funds and the 
maintenance of proper relationships between the various groups and sub- 
groups of assets.”* 































Contrast the above conditions with those outstanding 
financial institutions that entered the depression as follows: 


1. Adequate secondary reserve, free and liquid. 

2. 85 per cent of commercial loan portfolio eligible for rediscount. 

8. Only 10 per cent of commercial loan portfolio in capital and slow 
moving paper—being liquidated as fast as possible. 

4. Security portfolio properly constructed for specific types of 
deposit funds. 

5. All high grade, short term bonds purchased to produce an even 
inflow of funds yearly through spaced maturities. 

6. During the profitable years preceding the depression, generous 
reserves were created for each type of asset subject to devaluation in a 
percentage deemed adequate for each. 


Why the Plan Should Be Adopted.—The hope is main- 
tained that these comparisons may be the means of bringing 
the minds of those bankers, whose institutions would fall into 
the first category, into harmony with the desirability of oper- 
ating their banks in such a way that they will parallel the 
outstanding examples referred to in the second group. 


Who Should Supervise This Phase of Management?— 
The plan, once a bank decides to adopt it, should not be put 
into the hands of a junior executive. Indeed, it is of such 
major importance that the responsibility and authority for 
its successful operation should be lodged with a senior bank 
executive, preferably one with a comptroller’s training and 
baekground, together with a thorough knowledge of the 
problems of operation, lending and investing. He should 
also be a member of the Conversion of Funds Management 
Committee, composed of, in an average sized bank, for 
example: 





*On page 152 of his book ‘Bank Administration.” 
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President 
Senior Officer in charge of the plan 
Senior Loan Officer 

Senior Security Officer 

Chairman of the Executive Committee. 


They should be appointed by the board of directors to 
supervise its entire operation. In such a manner not only 
will the responsibility for its success be well placed, but ade- 
quate authority for it will also be provided. The type of 
officer chosen for this responsibility is equally as important 
as the plan itself. 

How the Plan Can Be Installed—Do not think, how- 
ever, that a bank can move into this plan completely over- 
night, or that this is even expected. It would be folly to 
needlessly sacrifice investments in order to stimulate the 
arrival at this advantageous position. If it can be com- 
pleted in several years it will be well worth the effort ex- 
pended. The gradual exchange of long term, high yield 
“capital loss” bonds for the proper type of securities in con- 
formance with the bank’s requirements, and the working out 
of certain capital and other non-qualifying loans is the most 
desirable way to arrive at the ideal position. 

An investment portfolio, therefore, which includes these 
non-conforming assets, may well be concentrated upon dili- 
gently in order that they may be liquidated and the funds 
therefrom converted into desirable investments. During the 
period of transfer, bonds will mature the nature of which 
will prohibit similar purchases and these may also be replaced 
with safe, liquid and flexible securities. Likewise, during 
this period of asset reallocation, increased deposits may be 
properly converted as they develop. It is hardly likely that 
any specific time could be set when a bank should make the 
change in a comparatively short period of time. A gradual 
but consistent effort to reconstruct the asset structure of a 
bank is the ideal procedure. It appears as though the future 
of unit banking depends upon the degree of safety we pro- 
vide for the depositors’ funds, as well as adequate protection 
and income for the stockholders’ equity. 

How a bank can apply the mechanics of “A Plan to 
Provide for Liquidity and Flexibility of Funds and the 
Stabilization of Profits in Commercial Banking” to its own 
institution is the subject of the next article. 





THE CHICAGO CONVENTION 


Speeding Up of the Nation’s Defense Effort and 
Avoidance of Inflation Keynotes of the Meeting 


HE nearly four thousand bankers 
that gathered in Chicago September 
28 to October 2 at the 67th annual 
convention of the American Bankers 
Association were unanimous in their 
support of America’s two major tasks— 
speeding up of defense and keeping the 
economic machinery in balance. The 
resolution committee expressed it thus: 

“The United States today faces two 
major tasks. The first is to speed up 
the defense effort, to turn out ships and 
planes and tanks and guns more rapidly. 
This means concentrating more on de- 
fense and less on luxuries and comforts. 

“The second task is to avoid unbal- 
ancing our economic machinery by this 
vast defense activity and spending. The 
Treasury warns that inflation threatens 
now. Inflation means later depression. 
These dangers can be avoided, but only 
by persistent, intelligent, and united 
effort. 

“To both of these tasks the bankers 
of the United States pledge their full 
support.” 

Besides the usual sessions of the gen- 
eral convention and the various divi- 
sions there were round table confer- 
ences on public relations with reference 
to defense; various aspects of bank 
management and defense financing. 

A very diversified entertainment pro- 
gram was provided and Chicago gave 
ample evidence of the hospitality for 
which it is so justly famous. 


Election of Officers 


Henry W. Koeneke, president of the 
Security Bank of Ponca City, Ponca 
City, Oklahoma, was elected president 
of the Association at the closing session. 
Mr. Koeneke was advanced from the 
office of first vice-president, which he 
filled last year. 
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W. L. Hemingway, president of the 
Mercantile-Commerce Bank and Trust 
Company, St. Louis, was elevated from 
second vice-president to first vice-presi- 
dent. 

A. L. M. Wiggins, president of the 
Bank of Hartsville, Hartsville, South 
Carolina, was elceted second vice-presi- 
dent. Mr. Wiggins has been chairman 
of the Association’s Committee on Fed- 
eral Legislation for the past three years. 

At a meeting of the Executive Coun- 
cil of the Association, William F. 
Augustine, vice-president of the Na- 
tional Shawmut Bank of Boston, was 
elected treasurer. 


The President’s Address 


At the first general session Retiring 
President P. D. Houston, who is chair- 
man of the board of the American Na- 
tional Bank, Nashville, Tenn., delivered 
his annual address and discussed the 
progress and activities of the Associa- 
tion during his administration. Refer- 
ring to the present situation, he said: 

“We have seen but the beginning of 
our war efforts. The conflict will in- 
creasingly dominate the nation’s activ- 
ity. More and more of the country’s 
productive capacity will be demanded 
by it, more and more of our banking 
service will be required. More and 
more centralized authority will be exer-— 
cised. 

“Net until recently have the people 
begun to realize this. Only the curtail- 
ment of motor car production, gasoline 
restrictions, the disappearance of silk 
stockings, shortages in consumer goods 
and the deprivations of priorities have 
driven these facts home. 

“A tragic hardship has been worked 
on many business enterprises, especially 
on the smaller type of business, by vit 
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in the ways of thrift is an established function 
of Mutual Savings Banks. 


In times of 


national emergency, when the government 
itself stresses the importance of personal 
saving as a patriotic duty, the significance of 
Mutual Savings Bank service is especially 


1 HANSON PLACE, 





tue of the priorities requirements of the 
armed forces. Many have been deprived 
of their very life blood which consists 
of the materials they must have if they 
are to stay in business. They must have 
materials for their normal business or 
they must have them for defense pro- 
duction. The Government is now under- 
taking a program to relieve this distress 
by spreading orders for military sup- 
plies throughout the economy. We ap- 
plaud this program and pledge our sup- 
port to this effort to preserve the busi- 
ness order, especially the small business 
man. 

“As the program develops we shall 
have new opportunities for service. It 
will bring defense goods orders to many 
places which have not felt them up to 
now. Many more applications for loans 
will be received. I. know that we will 
all do as good a job in taking care of 
them as we have done in providing de- 
fense credit up to now. 

“It is important that the Government 


apparent in the pattern of American progress. 


SAVI NGS BANK 


Founded 1851 to Serve Thrifty Families of America 
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and the people recognize that the war 
effort in which we are engaged must be 
successful. There can be no turning 
back now. Political programs, and 
partisanship have no place in it. Win- 
ning a war requires the concentrated, 
united effort of all the people. It can- 
not be won by giving political rewards 
to individuals or pressure groups. 
Every individual has an equal stake. No 
one group should be permitted to ex- 
ploit the emergency at the expense of 
others, or at the safety of the nation. 
“A year ago the question that con- 
fronted us was whether democracy could 
move fast enough. Time was of the es- 
sence. The courage of the British, the 
collapse of Italy, the battle of Russia 
have all given us time. However, time 
is still of the essence, but I think we 
are on our way. Rearmament is a dual 
operation. It is the function of the 
army and of the navy to say what is 
needed and the function of industry to 
produce: it: To get the job done the 
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Greystone Studios, Inc. 
H. W. KOENEKE 


President, A. B. A. and president, 
Security Bank of Ponca City, Okla. 


Government has had to draft some of 
the best managerial talent in the coun- 
try. To succeed, this management must 
have the greatest amount of authority 
possible and suffer the least interfer- 
ence. .. . 

“The American banking system is a 
vital part of the American production 
system. It is doing and will continue 
to do its part.” 


Secretary Morgenthau’s Address 


One of the high lights of the conven- 
tion was an address by Secretary of the 
Treasury Henry Morgenthau, Jr., who 
told the bankers how they might best 
continue to work with the Treasury in 
furthering the defense efforts of the na- 


tion. After thanking the bankers for 
the codperation that they had already 
given, the Secretary said: 

“But the most important task of 
American bankers lies immediately 
ahead, and it is a broader and bigger 
task than any you have yet been called 
upon to perform. That is the task. of 
doing everything in your power, not 
only. as bankers but as, influential and 
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Greystone-Stoller Corp. 
W. L. HEMINWAY 


First vice-president of the A. B. A. 
and president, Mercantile-Commerce 
Bank & Trust Company, St. Louis. 


respected leaders in your communities, 
to fight this evil of inflation wherever 
it rears its head. 

“Many of you will remember, from 
your own experience of twenty-five years 
ago, that inflation is just as damaging 
to bankers as to farmers, wage earners 
or businessmen. 


“We now know that the doubling of 
bank loans and investments from 1916 
to 1920, and the resulting doubling of 
deposits in the same five years, con- 
tributed to the great increase in prices 
which brought such hardship to Ameri- 
can consumers and such disastrous 
after-effects to American farmers. 


“We now know that the inflation of 
a quarter-century ago, with all of its 
injustices and dislocations, could to 
some extent have been avoided if the 
Government of those days had acted 
more promptly, if it had taxed more 
heavily and borrowed more widely from 
genuine savings. .. . 


“My first plea to you as bankers is 
that you scrutinize closely your own 
lists of applications for loans. © Those 
lists contain within them much of the 
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Let us help you pay 
all those bills with a 


PERSONAL LOAN 


Repayable on our Budget Plan 


El Paso 33 


paper ad utilizing a Shattuck Ad-Mat 


ammunition of inflation. You have in 
your hands, therefore, one of the most 
effective weapons for checking inflation 
at its source. You are sure to find, on 
looking over your lists, many applica- 
tions for money for non-defense projects 
that would involve competition for steel 
or copper or any of the thousand and 
one materials now needed so desperately 
for our defense effort. If you can post- 
pone all such unnecessary loans until 
a later day, without waiting for the 
priorities to become broader, you will 
be doing a real service to your coun- 
try. 
“T hope that in the not too distant 
future the priority system will become 
so effective that the supply of prac- 
tically all raw materials for all pur- 
poses will be under full control in the 
interests of national defense. That should 
mean that materials which must be used 
for defense purposes will not go into 
any unnecessary civilian projects. But 
until that day comes, I hope that you 
will constitute yourselves the sentinels 
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Hundreds of advertising men — in forty-seven states, Hawaii and Canada — 
are making their budgets go further and do more for them by using this 
service. You, too, can make profitable use of it in your bank. 
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SHATTUCK AD-MATS —atten- 
tion demanding newspaper ads in 
mat form. Just send to your local 
paper with instructions to add 
your name (and additional copy 
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SHATTUCK DISPLAY SERVICE 
— large, colorful display posters, 
each in two or more colors, for 
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tures loaned free. 


NO LONG-TERM CONTRACT — 
cancel any time on 30 days’ notice! 
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HARLAN L. SHATTUCK 
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of the nation, in your own bank and 
your own community, in guarding 
against any private encroachment upon 
the stock of resources needed for the 
national effort. 

“Another essential service which you 
can perform is, quite simply, to teach 
the people of your communities the 
facts about inflation and defense financ- 
ing. You see in your daily work men 
and women from many walks of life. 
You are in a key position to advise 
them, and your advice carries as much 
weight as that of a family doctor to his 
patient or a lawyer to his client. I 
know that in these serious times you 
will give the right kind of advice, and 
that your influence collectively and in- 
dividually will be joined with that of 
your Government in its efforts to keep 
the cost of living in check. . . . 

“IT can find no usefulness, for our 
present purposes, in the old Liberty 
Loan method of fixing money quotas 
for communities, trades, labor unions, 
school classes or individuals in this De- 
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A. L. M. WIGGINS 


Second vice-president, A. B. A. and 
president, Bank of Hartsville, Harts- 
ville, S. C. 


fense Savings Program. I can see no 
value, either in terms of economics or 
of morale, in high-pressuring people to 
take money out of bank savings ac- 
counts or out of life insurance. But I 
do see a great benefit, financial and 
moral, in persuading spenders to set 
aside, systematically, week after week, 
a part of their current income for their 
own good and their country’s good. 

“The kind of spending that the Treas- 
ury is most anxious to divert into De- 
fense Savings Bonds is the spending pro- 
duced by pay increases and bonuses, 
and by increased dividend payments. I 
should like to offer as a suggestion, for 
example, that every Christmas bonus in 
the United States be paid in Defense 
Savings Bonds or Stamps this year. The 
banks of America can start the fashion 
so that it will sweep the country. The 
total amount of such bonuses may be 
small, but there could be no finer ex- 
ample to the public, no more striking 
reminder of the spirit of these times, 
no better safeguard for the days of eco- 
nomic strain that are sure to follow the 
war. 

“We at the Treasury believe that the 


Bachrach 


wv 
WILLIAM F. AUGUSTI 





NE 
Treasurer, A. B. A. and _ vice- 
president, National Shawmut Bank 
of Boston. 


voluntary Defense Savings Program has 
already awakened a greater sense of 
pride in America and a greater sense 
of participation in the national effort. 
We shall continue along that road of 
voluntary codperation, and I am per- 
fectly confident that we shall reach vast 
numbers who are willing and eager to 
put their savings to work for their 
country. 

“In this effort the Treasury will con- 
tinue to depend greatly upon the bank- 
ers of America, not only as its agents 
in selling Defense Bonds but also as 
missionaries in spreading the gospel of 
savings in times like these.” 


Discusses Qualities of Leadership 


Leadership in any field is attained 
through the cultivation of those qual- 
ities which all men possess and which 
each, if he desires, may increase and 
improve, Brigadier General Leonard P. 
Ayres, Coérdinator of War Department 
Statistics, declared at the first general 
session in an address on “The Nature 
of Leadership.” 


Recalling his experiences during the 
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is engaged primarily in facilitating 
wholesale distribution and retail 
sales of the following products 
of General Motors Corporation 
and its world-wide affiliates: 
CADILLAC, BUICK, OLDSMOBILE, 
PONTIAC, CHEVROLETautomobiles; 
FRIGIDAIRE appliances for refrig- 
eration and air conditioning; 
DELCO lighting, power 
and heating equip- 
ment; GMC trucks; 
BEDFORD, VAUX- 
HALL and other 


First World War with the War Depart- 
ment in Washington, General Ayres 
stated that of all the leaders of the 
country with whom he came in contact 
when he lectured before them the first 
thing which impressed him was that 
there is no way to identify a leader by 
his appearance or manner. 

“My next impression about them,” he 
continued, “was one of disappointment, 
and it was quite a while before I could 
analyze the feeling clearly enough to 
know just why I was disappointed. 
Finally I realized that it was because 
even among the dozens of distinguished 
men who attended the lectures each 
week there was not one who lived up 
to my mental picture of what a real 
leader ought to be like. 


“The fact is that in many respects 
even the most distinguished leaders are 
very much like the rest of us. I have 
sat for hours on end in that secret room 
in the War Department listening to 
some of the ablest men in America 
arguing, questioning, hesitating, decid- 
ing, modifying, compromising, and then 


MOTORS ACCEPTANCE 





INSTALMENT 
PLAN 


These NOTES are available, in limited amounts, upon request, 
EXECUTIVE OFFICE NEW YORK -~ BRANCHES IN PRINCIPAL CITIES 


CORPORATION 


foreign made automotive vehicles. 

The business consists of invest- 
ments in self-liquidating credits, 
widely diversified as to region 
and enterprise, capital employed 
being in excess of $80,000,000. 

In obtaining short term accom- 
modation, GMAC issues one stan- 
dard form of note. This obliga- 
tion it offers to banks 
and institutions, in 
convenient maturities 
and denominations at 
current discount rates. 


doing it all over again. And yet, of 
course, the profound fact is that they 
do have qualities that make them 
leaders. 


“Through watching such men as I 
have .been talking about I gradually 
came to the conclusion that there are 
four qualities that all real leaders pos- 
sess in common. The first of these is 
knowledge of the field in which they 
work. 

“The second quality is partly based 
on knowledge. Jt is courage. 

“The third quality is activity, and it 
is partly based on courage, just as cour- 
age depends in part on knowledge. 

“The fourth quality is one for which 
we have no single word or term in 
English. It is the ability to influence 
the actions of other people. The 
Spaniards think of it as being just as 
definite a quality as courage, or vivacity, 
or cheerfulness. They call it the Don de 
Gentes, which means the gift of people. 
It is an effectiveness in contact with 
others. It might be called a talent for 
human relationships. It is a special so- 
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cial skill. Fundamentally it appears to 
be the ability to see things from the 
other person’s point of view, and by 
use of that ability the power to make 
him see things from your point of view. 

“This quality of being able to influ- 
ence the actions of other people de- 
pends on the ability to talk effectively, 
or to write well. Careful observation 
will show that all leaders are skilled in 
communicating their thoughts to other 
people, and this is true even in those 
cases in which they have the reputation 
of being taciturn . Now because there 
is much talking that is aimless, and 
much writing that is not worth reading. 
many people have disrespect for skill 
in language, but they are wrong. 

“It is by the use of words that the 
human race has developed. That is what 
distinguishes us from animals. We live 
in a world of words and thoughts ex- 
pressed in words, as the animals live 
in a world of things, and memories of 
things. The ability to say what we 
think is valuable to us both directly 
and indirectly. It is valuable directly 
because it helps us in this fourth quality 
of being able to influence the thoughts 
and actions of other people. It is valu- 
able indirectly because purposeful talk- 
ing is an aid to straight thinking. It 
is almost true that the two things are 
simply different manifestations of the 
same mental process. When we are 
thinking we are talking to ourselves, 
and it is largely true that sound think- 
ing is thinking that has been turned into 
sound.” 


Connally on Freedom of the Seas 


Addressing the closing session, Sen- 
ator Tom Connally, chairman of the 
Committee on Foreign Relations of the 
United States Senate, discussed the for- 
eign policy of the United States and 
said that “we should now reassert and 
reordain our adherence to the doctrine 
of freedom of the seas by modifying 
or amending the so-called Neutrality 
Act. 

“The repeal of the so-called Neutral- 
ity Act would not be un-neutral. After 
-its repeal, the United States would be a 
neutral under international law. The 
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act prohibits the arming of our mer- 
chant ships. I favor the repeal of that 
provision. It is my view that merchant 
ships that are now being ruthlessly at- 
tacked upon the high seas, while on 
lawful business, ought to be allowed to 
arm for their necessary self-defense— 
for the defense of human lives upon 
their decks—for the defense of their 
property and their rights. 

“Tt is, therefore, my further view that 
the so-called Neutrality Act should be 
amended with respect to the freedom 
of our ships to sail wherever they are 
permitted to sail under international 
law. I favor the removal of the ban 
against their entering combat zones or 
going on lawful missions to the ports 
of nations at war. These are our un- 
deniable rights under the law of na- 
tions. We have, in years that are gone, 
in glorious fashion, shed our blood, for 
their maintenance and for the protection 
of the rights of our citizens. Shall we 
surrender them? Shall we cringingly 
abandon them? Shall we succumb be- 
fore this wild and fantastic plot of 
Adolf Hitler for world empire and 
world dominion? Shall we tremble be- 
cause the conqueror stretches forth his 
sword?” 


Report of Economic Policy 
Commission 

The report of the Economic Policy 
Commission was made public at the 
convention. The Commission is under 
the chairmanship of W. Randolph Bur- 
gess, vice chairman of the board of the 
National City Bank, New York. 

The report declares that the defense 
program as a whole has not been going 
ahead fast enough. 

“Like all the other democracies, we 
have begun late. Nearly two million 
men are under arms but their training 
is only well begun and their equipment 
is incomplete. The two-ocean nayy: is 
under construction, but will take many 
months to complete. The new merchant 
fleet is well begun but the rate of 
launchings is still short of the rate of 
sinkings. Aid to England is still mainly 
material bought and paid for by the 
English. The Treasury statement shows 
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that only about $200,000,000 of 
the appropriations of $7,000,000,000 
for Lend-Lease has actually been dis- 
bursed. 

“The procurement program is a mix- 
ture of brilliant achievement and delay 
and disappointment. In certain direc- 
tions our engineers and industrialists, 
our army and navy technicians, have 
designed better weapons than ever be- 
. fore used in combat, but there is not 
yet enough of almost everything. Our 
productive machine is the best there is 
and in the long run will be very effec- 
tive, but the long run is still a long 
way off. 

“Our position may be illustrated by 
estimates that in the fiscal year con 
cluded on June 30 our Government 
spent $6,000,000,000 for defense, which 
was about 8 per cent of the national 
income. In the same year Great Britain 
spent the equivalent of about $13,000,- 
000,000 for war which was perhaps half 


of her. national’ income, ahd Germany, 
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the equivalent of possibly $24,000,000,- 
000 which was in the neighborhood of 
60 per cent of her national income.’ In 
terms of the buying power of the money 
spent this disparity is much greater. 
Our rate of production is mounting and 
we now are spending over one billion 
dollars a month for defense. Even so 
we have only just begun to prepare our- 
selves for the kind of emergency the 
Axis Powers have been presenting in 
turn to each of the democracies. 

“Under all these circumstances the 
country faces three major and challeng- 
ing tasks. 

“The first is to speed up the machin- 
ery of defense. Its greatest. present 
handicap is inertia. The British speeded 
up when the bombs began to fall on 
London and Coventry and Southampton.:’ 
Our real test is whether we can apply 
ourselves to- the task without being 
bombed :into it. 


“Second, much of the nation’s. energy 
must be transferred from producing, 
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luxuries and comforts and even some 
necessities to producing weapons. Non- 
defense activities must at many points 
give way to defense. This means some 
shifting of workers and machines and 
materials. Such a readjustment is not 
easy. The whole mechanism is infinitely 
complicated. Those who determine 
priorities and allocations will need help, 
our good will and patience, and the 
best technical industrial advice obtain- 
able. In the process many toes will be 
stepped on, some will be unemployed, 
some injustices will be done, and we 
shall all have to do without some things 
we want. At this point the defense 
program will really begin to hurt. We 
have, however, very large resources. If 
we use them intelligently we can carry 
forward the defense program without 
serious impairment of the standard of 
living. 

“Third, we must do these things in 
such a way as to lessen the economic 
disruption that customarily goes along 
with and follows every war-time boom 
with its highly inflationary tendencies. 
Even now prices and wages have been 
rising very irregularly and discordantly. 
From this point forward these dangers 
are likely to become more acute. The 
Secretary of the Treasury has just 
warned us that we are facing the threat 
of inflation now, 

“A good deal is being said these 
days about the inevitability of a se- 
vere depression after the conclusion of 
the war, and in that connection plans 
are proposed for huge government 
spending programs as the proper cure. 
While all recognize the economic shock 
of shifting from war to peace, a severe 
depression should not be fatalistically 
accepted as inevitable, and in any case 
the proposed cure is a poor one. The 
best way to avoid a post-war depres- 
sion is to restrain consumer and non- 
defense spending now, and so save up 
buying power for the post-war period. 
The purchase of Defense Bonds does ex- 
actly this. Other saving has the same 
effect. The curtailment of non-defense 

spending, while it hurts now, builds a 
‘backlog of demand as a_ post-war 
cushion.” 
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War’s Outcome Will Be Determined 
by the American People 


The outcome of the war in Europe 
will be decided finally by the people of 
the United States, it was asserted by 
Dougias Miller, former commercial at- 
tache of the American Embassy in Ber- 
lin, and author of “You Can’t Do Busi- 
ness With Hitler,” in an address before 
the convention. 

It is inconceivable, Mr. Miller de- 
clared, that a democratic victory in the 
war can be won by Britain and with 
British resources alone. 

“The Nazis now control a tremendous 
war machine, supplied and equipped by 
European industry,” Mr. Miller as- 
serted. “They have a steel production of 
about 43,000,000 tons as compared with 
14,000,000 tons in the British Isles and 
about 4,000,000 tons in Japan. If the 
United States were left out of consid- 
eration, Hitler has a stronger war po- 
tential in industry than all the rest of 
the world put together. 

“The issue will finally be decided one 
way or the other by the people of the 
United States,” he asserted. “The ‘Battle 
of America’ the battle of public opinion, 
is the greatest and the most decisive 
battle of the war. 

“A British victory based on British 
resources alone is simply not in the 
realm of possibility. The British have 
600 iron and steel companies—all of 
them together turn out less steel than 
our second largest firm. In the United 
States we have now a steel production 
of 85,000,000 tons, which is more than 
all the rest of the world put together. 
Our industrial war potential is enor- 
mous, but our resources are so great 
that we could expand it to any necessary 
figure. At the present time, we are 
producing machinery and equipment at 
a rate ahout two and a half times as 
fast as Hitler can. 

“If this country really makes up its 
mind about the war, we will finally 
and definitely decide the issue. Nobody 
else can be sure about the victory until 
the American people have spoken,” he 
asserted. 

“If what we do is so very important, 
we must inform ourselves about the 
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situation and in particular make up our 
minds about Hitler. Is is extremely 
difficult to tell normal, sane, healthy 
Americans about Hitler, because if we 
tell the truth they will not believe it. 
For years the world has considerably 
underestimated Hitler’s possibilities for 
evil, because we all refused to think he 
could be as bad as he was. 

“The oceans are not a barrier—they 
are an open road leading from every 
port in the Old World to every shore 
in the New,” Mr. Miller asserted. “World 
prosperity is indivisible; world peace is 
indivisible; world liberty is indivisible. 
This was not true to the same extent 
in simpler days. Then distances were 
greater and peoples could shut them- 
selves off behind stormy oceans and 
mountain barriers—but no nation can 
be a hermit today. 

“Organized mass production indus- 
try which helps feed, clothe, and house 
us, which has given us our present stand- 
ard of living, must function on a world- 
wide scale. It has long ago outgrown 


the continent of North America. 
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“It is unthinkable that we could have 
free private trade with the totalitarian 


Europe or Africa or Asia. The Nazis 
have said that they desire only to make 
barter deals between governments. In 
order to fit into Hitler's world scheme, 
we should have to adopt a considerable 
amount of State Socialism. I have seen , 
how government control of foreign trade 
leads to a control of domestic trade and 
finally to a control of production and 
jobs. If we have to fit into a Hitler- 
dominated world, we shall lose a great 
many of the rights of private property. 

“We are still in the very early stages 
of a long contest. It is not going to 
involve sending masses of American 
soldiers to Europe. This is a war of 
machines, of ships, and planes and 
tanks. It is a war of industries. If 
we cannot out-work and out-build the 
totalitarians, we are going to lose the 
war. If our system of free enterprise 
does not prove more efficient and pro- 
ductive in the long run, it will be fin- 
ished anyway,” he asserted. 

“This contest is going to cost a great 
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deal of money. But let us not worry 
about that. Whatever it costs to pre- 
serve our liberties, our lives, and our 
national existence is worth it. I am not 
worried in the long run about the cost 
of the war to America. No matter what 
we spend in money, we will still have 
our national resources left to us—our 
farms and factories are still productive; 
our people energetic and resourceful. We 
have such physical resources and such 
recuperative powers in the United States 
that within ten years we could rebuild 
our country after any disaster and 
achieve a standard of living higher than 
we have hitherto known.” 


Divisional Elections 


Stuart C. Frazier, vice-president, 
Washington Mutual Savings Bank, 
Seattle, Wash., was elected president of 
the Savings Division. He served as 
vice-president of the division during the 
past year. 

W. W. Slocum, president of the 
United States Savings Bank, Detroit, 
Mich., was elected vice-president of the 
Savings Division. 

James H. Penick, president, W. B. 
Worthen Company, Bankers, Little 
Rock, Ark., was elected president of the 
State Bank Division. 

Frank P. Powers, president of the 
Kanabec State Bank, Mora, Minn., was 
elected vice-president of the State Bank 
Division and Wood Netherland, vice- 
president, Mercantile-Commerce Bank 
and Trust Company, St. Louis, Mo., was 
elected chairman of the division’s execu- 
tive committee. 

W. C. Bowman, president, First Na- 
tional Bank, Montgomery, Ala., was 
elected president of the National Bank 
Division, having served as vice-president 
during the past year. 

S. A. Phillips, vice-president, First 
National Bank, Louisville, Ky., was 
elected vice-president of the National 


Bank Division, and F. Raymond Peter- 


son, president, First National Bank, 
Paterson, N. J., was elected chairman 
of the executive committee. 


William Duncan, Jr., secretary of the 
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Minnesota Bankers Association, Minne- 
apolis, was elevated tothe presidency 
of the State Secretaries Section. He suc- 
ceeds Armitt H. Coate, secretary of the 
New Jersey Bankers Association, 
Moorestown, N. J. Fred M. Bowman, 
secretary of the Kansas Bankers Asso- 
ciation, Topeka, was made first vice- 
president. Lauder Hodges, secretary of 
the California Bankers Association, San 
Francisco, was named second vice- 
president. Frank W. Simmonds, senior 
deputy manager of the A. B. A., was 
named secretary of the Section for an- 
other year. 

Richard G. Stockton, vice-president 
and trust officer, Wachovia Bank and 
Trust Company, Winston-Salem, N. C., 
was elected president of the trust divi- 
sion, having served as vice-president 
during the past year. 

Louis S. Headley, vice-president, First 
Trust Company of Saint Paul, Minn., 
was elected vice-president of the Trust 
Division, and Henry A. Theis, vice- 
president, Guaranty Trust Company, 
New York, was elected chairman of the 
executive committee. 
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THE country faces today vast new eco- 
nomic problems in the area where busi- 


ness and finance meet. It is a fluid 
period where changes in the social and 
economic structure are occurring with 
bewildering speed. It is also a time 
of very great and immediate national 
danger, where every wise and experi- 
enced citizen is needed to help quicken 
the progress of defense and to 
strengthen the determination of our 
people. For us in the banking profes- 
sion this great war effort, in which we 
believe, has one peculiar, and comfort- 
ing aspect. For the first time in a 
decade we can be fighting for something 
instead of against it; and the cause we 
believe in is, at last, a cause to which 
our Government is committed. On this 
all Americans can honestly work, 
shoulder to shoulder.—W.. Randolph 
Burgess, vice chairman of. the board, 
National City Bank of haa York, in a 
recent address. 
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RESOURCES 


Cash and Due from Banks $354,140,771.46 
U.S. Government Securities. . . . 340,293,965.63 
State and Municipal Bonds 33,476,339.07 
Stock of Federal Reserve Bank. . . 2,237,750.00 
Other Securities 39,179,113.68 
Loans, Bills Purchased and 

Bankers’ Acceptances 270,305,220.42 
Mortgages 18,042,939.99 
Bankin 11,728,000.00 
Other Real Estate Equities 2,937,274.07 
Customers’ Liability for Acceptances 6,877,077.95 
Accrued Interest and Other 

Resources 3,244,358.78 


$1,082,462,811.05 


LIABILITIES 

Preferred Stock . . $ 8,892,780.00 
Common Stock . . 32,998,440.00 
Surplus and 

Undivided Profits 40,986,644.69 82,877,864.69 
Reserves 4,912,519.15 
Common Stock Dividend 

(Payable October 1, 1941) . .-. 824,959.50 
Preferred Stock Dividend 

(Payable October 15, 1941)... 222,319.50 
Outstanding Acceptances 7,640,002.93 
Liability as Endorser on Acceptances 

and Foreign Bills 319,355.63 
Deposits 985,665,789.65 


$1,082,462,811.05 


Principal Office: 55 Broad Street, New York City 
67 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. The Preferred is convertible 
into and has a preference over the Common to the extent of $50 per share and accrued dividends, 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


RICE control, including control 

over profits, hangs cloud-like over 

the capitalistic system; over indus- 
try large and small. There is a rising 
feeling over curbing constantly increas- 
ing wage demands and a desire to stabil- 
ize farm prices. All of which means 
that Congressmen are concerned over in- 
flation. They are being told and they are 
understanding that a constantly rising 
cost of living is a bad omen, not only 
. for the nation but politically. Just how 


stabilization of prices and costs can be 
brought about, is the sole question which 
now concerns a considerable segment of 
official Washington. 

Other pressures emanating from the 
National Capital are likewise rooted in 


defense problems. For example, sharp 
curtailment of all public and private 
construction activities including the 
much publicized promotional work of 
the Federal Housing Administration and 
the Federal Home Loan Bank Board. 

The Federal Reserve Board is study- 
ing over further restrictions on con- 
sumer credit, while the Treasury, with 
the members of the Board are privately 
discussing the presentation of new 
credit legislation which is certain to in- 
clude authority over all types of bank 
reserves. 

More and more the banking picture 
in Washington is tied to the defense 
program. When once discussions con- 
cerned inter-agency plans and rivalries, 
‘talks of mergers and consolidations, 
personalities, the heavy clouds of war 


a. 


programs, taxes, inflation, production, 
have blotted out such intimate matters. 

Taxes are very much a part of the 
Washington picture and it is now cer- 
tain, will long be a part of the cost of 
doing business. The Treasury has just 
completed a borrowing operation of 
more than one billion dollars, several 
times over-subscribed. But the large 
bond offering was merely the first of 
many such. A national debt of a $100 
billion is recognized as a probability 
with $20 billion tax bill for carrying 
such a debt. The extent of the defense 
spending program under lend-lease pro- 
cedure and related programs is more 
understandable when it is realized that 
huge as was the bond offering of over 
one billion dollars, that is just about 
the amount that is now being spent 
monthly! 

Taxes include a new type of social 
security cost, partially designed to 
“drain-off’ a considerable vclume of 
funds flowing from higher wages and 
also for benefits to those who are un- 
able to work. The day when the Town- 
send program was scorned is past. Such 
banker-minds as Reserve Board Chair- 
man Marriner Eccles, is now advocating 
$30 a month for all those over 60 years 
of age, regardless of any contributions 
which individuals may have made. The 
Treasury Department is for a much 
heavier social security tax. 

With this rushing fiscal program of 
spend; with the demand for materials 
and shortage problems, there has de- 


THE BANKERS MAGAZINE for November, 1941 





BANCO ITALIANO 
LIMA 


CAPITAL and RESERVES S/.24,847,408.69 
HEAD OFFICE: LIMA 


Branches: 


ABANCAY CHIMBOTE MOQUEGUA 
AREQUIPA CHINCHA ALTA NASCA 
AYACUCHO HUACHO PACASMAYO 
AYAVIRI HUANCAYO PAITA 
BARRANCA HUANUCO PISCO 
CAJAMARCA HUARAL PIURA 
CALLAO HUARAS PUNO 
CANETE ICA ' SULLANA 
CUZCO JAUJA TACNA 
CHEPEN MIRAFLORES TARMA 
CHICLAYO MOLLENDO TRUJILLO 


Agencies in every other place of commercial importance 


in Peru 


Entrust us with 


YOUR COLLECTIONS ON PERU 


Peru’s Oldest National Commercial Bank 
Established in 1889 


THE BANKERS MAGAZINE for November, 1941 





veloped a new situation, little antici- 
pated a few months ago. “Priority un- 
employment” is now plaguing the 
defense program with political reper- 
cussions imminent. The demand for ma- 
terials has reacted on many industries, 
some large and others of small or in 
the medium capital group. Whole cities 
and towns are affected. The problem 
is how to meet the enormous demands 
for munitions and ships and planes and 
route a percentage to the consumer in- 
dustries unable to be converted to war 
needs. There is much ado over the 
situation, but the problem remains 
largely unsolved. 

As the new tax bill is reaching into 
all pocketbooks with foreseen embar- 
rassment for approximately four million 
new tax payers soon, the Treasury De- 
partment experts and the staff of the 
House Ways and Means Committee are 
now outlining a still more drastic bill 
that it is being said will hit harder and 
deeper. 

There is to be no exemption for in- 
vestors, if Administration leaders have 
their way about it. Eyes are focused 
on the very considerable amount of tax 
exempt bonds issued by municipalities 
and states. Treasury officials are stat- 
ing their criticisms sharply, saying in 
effect, that such investments are un- 
patriotic; that such escape is “slacker 
money.” Meanwhile, the plan is to in- 
tegrate the tax systems of the states with 
those of the Federal Government. There 
is the possibility that the latter will in- 
sistently offer to do much of the collect- 
ing for the states, turning back certain 
funds. The biggest and boldest tax col- 
lector will be wearing the colors of the 
Bureau of Internal Revenue with the 
Argus-eyes of the Intelligence Unit look- 
ing over his shoulder at the citizen. 


Price Control 


Hearings, which have continued for 
more than a month of testimony 
presentation, over the Administration’s 
price control bill, have indicated to 
those who have followed them closely, 
the changing sentiment in Congress. The 
House Banking and Currency Commit- 
tee has long been a conservative group. 


They began listening to testimony on 
behalf of the bill, with antagonistic ques- 
tions. At the first they delayed, dallied, 
stalled. While they haven’t shown great 
urgency after a month of testimony, 
there has come unmistakable evidence 
that they favor a price control bill. The 
chief problem is how to write one that 
will preserve the fundamentals of free 
enterprise. Shall it be a bill that at- 
tempts an over-all type of price control, 
or shall it be one that provides limited 
jurisdiction, chiefly over commodities? 
And what about wages and profits and 
farm products? 

Questioning of major fiscal officers 
of the Government brought comment on 
profit control. Secretary of the Treas- 
ury Morgenthau expressed the sentiment 
that profits over 6 per cent should be 
curtailed. He did not define the basis 
of profits, that is, whether on capital, 
investments, or by just what methods 
they should be figured. He did indi- 
cate very plainly that huge, or unusual 
profits should not be permitted, because 
of defense needs. He was widely criti- 
cized on the assumption that all profits 
over 6 per cent should go to the Federal 
Government. Secretary of the Treas- 
ury Morgenthau chiefly sought to fur- 
ther implement the principle and rule 
of no unusual profits at this time. He 
indicated, although it was not generally 
featured, that little business and service 
institutions and others, were not in- 
cluded. 

It would appear, however, that the 
day of large profits is reaching twilight. 
That is, if Administration programs 
carry through successfully. Not only to 
aid the program of anti-inflation but 
also to aid social betterment plans and 
bring in enough revenue to prevent col- 
lapse of the top-heavy fiscal structure 
that has now appeared. 


Regulation W 


The Reserve Board is, almost daily, 
issuing interpretations and explanations 
of Regulation W. The involvements of 
this attempt to control. consumer credit 
are far reaching. Changes, adapted to 
needs of groups or conditions, are oc- 
curring. For example, instalment pay- 
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ments by farmers are not considered 
feasible. The Board is expected to allow 
changes in such instances. Also, out- 
right bank loans of less than $1,000 are 
not expected to continue as necessarily 
indicative of loans for purchase of re- 
stricted articles, even though the bank 
loan may not be paid inside of 18 
months. For the hank loan, however, 
it is important that the purpose for the 
loan is not known to be for the evasion 
of Regulation W. 


Truth-in-Statements 


On some of the detailed bank pro- 
grams tied to Congressional action is 
the effort of the Independent Bankers 
of the Twelfth Federal Reserve District 
to speed enactment of their truth-in- 
statements bill, offered by Representa- 
tive Albert Gore of Tennessee. This bill 
is designed to provide a means of com- 
parison between branch banks and unit 
banks in regions and neighborhoods 
where the two types of institutions are 
competitive. The bill has the sympa- 
thetic support of several leading officials 
of the American Bankers Association as 
well as the West Coast Independents. It 
is considered probable that it may best 
be passed as a part of some other bank- 
ing bill. 


Lower Insurance Assessments 


The American Bankers Association is 
quietly pushing forward its program to 
allow for lowered insurance assessments 
and possibly for one free examination 
a year for all national banks. At this 
writing no specific bill has been intro- 
duced, but the “ground work” is being 
laid for such a bill, with the endorse- 
ment of Leo T. Crowley, chaiman of 
the Federal Deposit Insurance Corpora- 
tion. This proposal may be used to 
carry forward the Gore, truth-in-state- 
ments bill, it is hinted. 
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THE AMERICAN WAY 


Tue American way is ahead not astern! 
—John Burgess, vice-president, North- 
western National Bank and Trust Com- 
pany, Minneapolis, Minn. 
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The Practical Operation 
of a 


Small Bank’s Credit 


Function 


By 
JOHN WETZEL 
Assistant Cashier, 


The Bayside National 
Bank, Bayside, N. Y. 


ERE at last is a book on bank 

credit procedure for the use of 
smaller banks. In writing it the 
author had in mind the small 
interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive oficer and one or two clerks. 


It is intended to be a manual of 
operations —a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 
agement practices and able to 
stand the test of bad times with a 
minimum of loss. 


Send for a copy on 5 days’ 
approval and judge for yourself its 
every-day usefulness in your bank. 


Price $1.75 delivered 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank's Credit Function’ by John Wet- 
zel. At the end of 5 days I. will either 
remit $1.75 or return the book. 


425 





Investment. 


Ss 
and Finance 
Epitrep sy OSCAR LASDON 


Treasury Finance 


HE sale of defense bonds and tax 

anticipation notes to individuals 

continues unencouraging. Treasury 
Department officials are presently com- 
mitted to a policy of securing funds by 
voluntary methods and are loath to 
adopt compulsory plans. It is obvious, 
however, that more funds to finance the 
defense program must be forthcoming 
from private savings if inflationary 
tendencies are to be retarded. Com- 
pulsion may be in store for us if volun- 
tary methods remain ineffective. 

The Treasury is reported, for the time 
being at least, to be going ahead with 
its efforts to secure more voluntary co- 
operation. A wider educational cam- 
paign is being considered. Selling 
efforts are expected to be accelerated 
sharply and special emphasis may be 
directed at payroll allotments to obtain 
continuous public saving and lending 
for defense purposes. The sale of de- 
fense savings stamps will also be pushed 
more strenuously. 

Although the first month’s sale of tax 
anticipation notes, as previously re- 
ported in this column, was over $1,024,- 
000,000, it is now revealed that indi- 
viduals accounted for the purchase of 
only $66,000,000 of these certificates. 
Corporations, therefore, purchased al- 
most 95 per cent of the total amount 
sold. The lack of satisfactory public 
response may be realized when attention 
is focused on the fact that, under the 
1941 tax program, corporations are ex- 
pected to pay about $5,400,000,000 and 


individuals approximately $3,500,000,- 
000. Thus, corporations have paid al- 
most 20 per cent of their anticipated 
levies while individuals have paid only 
2 per cent. In other words, tax anti- 
cipation notes are not as yet perform- 
ing their function of siphoning off con- 
sumer purchasing power. A _ rude 
awakening to the financial necessities 
and responsibilities of the defense pro- 
gram seems in prospect. 

The Bureau of. the Budget has esti- 
mated the deficit for the current fiscal 
year at over $12,500,000,000. It now 
appears that around $6,000,000,000 of 
this sum will have to be raised through 
sale of open market obligations— 
largely to commercial banks. 


— 


EQUITY FINANCING 


In an address before the National 
Association of Securities Commissioners 
at Biloxi, Mississippi, Securities and 
Exchange Commissioner Edmund Burke, 
Jr., voiced considerable concern over 
the dearth of equity financing. Mr. 
Burke warned that a continuation of 
present debt financing tendencies would 
result in unbalanced capital structures 
and would ultimately restrain the 
growth of American business. 

There is little quarrel with this com- 
ment; it makes a lot of sense. How- 
ever, Mr. Burke falls into serious error 
when he assigns the responsibility for 
this condition mainly to the investment 
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banking fraternity. Mr. Burke feels that 
the bankers should be selling stocks to 
the public instead of bonds to large 
institutional investors. Apparently, he 
is not cognizant of the fact that the in- 
vestor determines whether or not he will 
buy and, if he buys, the nature of the 
security he will purchase. This prin- 
ciple applies to investments as well as 
consumer goods. 

Sticking to fundamentals and by- 
passing superficial influences, it should 
be obvious that the lack of adequate 
equity financing arises from a lack of 
demand for equity securities. And this 
condition is the result of causes that are 
more deeply rooted than those Mr. 
Burke considers. A general pessimism 
prevails with regard to the future of 
equity securities. Price quotations of 
shares listed on the New York Stock 
Exchange attest to this fact. 

Right now, the unattractiveness of 
equity securities is pronounced. Why? 
Because of the hostile attitude in some 
Government circles to business and 
profits, because of unending labor dif- 
ficulties, because of increasing Govern- 
ment regulations which discourage busi- 
ness initiative, because of increasing 
taxation which drives funds into invest- 
ment channels embodying the least de- 
gree of risk. Nowhere were these 
factors mentioned by Mr. Burke, who 
apparently believes that the investment 
banking machinery is almost entirely 
to blame. 


—_ 


FARM CREDIT 


Warning against a speculative boom 
in farm land values, A. G. Black, gov- 
ernor of the Farm Credit Administra- 
tion, has urged institutional investors to 
adhere to five fundamental principles 
in connection with loan policy. Em- 
phasizing the fact that major wars al- 
ways bring about extreme price fluctua- 
tions, and that these price fluctuations 
affect farm credit, Governor Black has 
also called upon farm mortgage lenders 
to codperate with Government agencies 
in aiding farmers to make needed shifts 
to meet permanent changes in agricul- 
tural production requirements. 






The five objectives are described by 
Mr. Black as “an anchor to windward 
in the present crucial situation” and are 
detailed as follows: 

“1. Make normal values the primary 
factor in all appraisals in making farm 
real estate loans. Experience shows this 
to be the soundest basis of appraisal in 
a situation such as the one now con- 
fronting us. 

“2. Impress upon present borrowers 
the wisdom of making use of higher in- 
comes now available for the repayment 
of existing debts. This will be a factor 
in preventing inflation. 

“3. Encourage farmers to build re- 
serves out of higher incomes today to 
bridge the period when incomes are not 
so high, by offering inducements to bor- 
rowers to accumulate funds to meet 
future payments. We should seek by 
this and other means to discourage 
speculative expansion of the fixed farm 
plant. 

“4. Every effort must be made to 
avoid fostering speculative increases in 
production, yet at the same time care- 
ful consideration should be given to the 
needs for extending short term credit 
to farmers for making sound and neces- 
sary shifts and increases in production 
to meet the needs of food for the de- 
fense program. 

“5. Encourage the sound use of credit 
to foster a better balanced agriculture, 
yielding a higher and a more secure 
standard of living to the family type 
of farm.” 

Discussing farm income, the monthly 
survey of the Guaranty Trust Company 
makes some interesting observations 
Noting that agricultural income for 
1941 will be the highest since 1929, the 
bulletin comments, nevertheless, that the 
farm outlook does not inspire con- 
fidence. 

This conclusion is based on the fact 
that farm earnings are both directly and 
heavily dependent upon Government ac- 
tion; that tremendous impetus has been 
given farm income by crop loans and 
Government benefit payments. The high 
level of earnings, it is remarked, has 
been accomplished “at huge public ex- 
pense and at the cost of accumulating 
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stocks of farm products in Government 
hands, with the risk of eventual price 
collapse and further heavy loss and of 
a major readjustment.” 

Incongruously enough, the upward 
price movement of agricultural items 
has occurred, with few exceptions, in the 
face of large supplies and small foreign 
demand. 


—_ 


INFLATION 


Loose Government financing may be 
expected to lead to greater Government 
control rather than to serious currency 
inflation, according to Donald B. Wood- 
ward, research director of the Mutual 
Life Insurance Company. The danger 
of inflation, of the type which prevailed 
in France and Germany after World 
War I, is believed slight. 

In support of this thesis, five funda- 
mental factors are cited by Mr. Wood- 
ward. 

1. Extreme price changes are less 
likely under expanded Government in- 
tervention and control. 

2. The unparalleled productive power 


of the United States limits inflationary 
tendencies; rising price trends will feel 
the effects of expanding supplies and 
prices will ultimately tend to decline. 
3. This country’s high degree of self- 
sufficiency in resources and ability to 
pay (in terms of foreign exchange) are 


not to be overlooked. Accordingly, 
there is less need to buy abroad, al- 
though there is the ability to buy 
abroad, should the need arise. Thus, 
another inflationary factor is removed. 

4. There can be no flight of domestic 
capital abroad. Even if domestic 
alarms caused uneasiness, no foreign 
refuge exists today. 

5. Government controls present and 
prospective, are of extreme importance. 


—_ 


TAXES 


When a bank buys bonds at a price 
above par, it is general practice to amor- 
tize, writing off a little of the premium 
each year. This amortization is treated 
as an offset to interest received and the 
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practice is regarded as logical and con- 
servative bookkeeping. However, trouble 
arises in connection with the filing of 
tax returns, inasmuch as the Internal 
Revenue Code provides that premiums 
must be written off in a’ lump sum and 
only when the obligation is redeemed 
or liquidated. 

Nevertheless, a change may soon be 
forthcoming. It is reported that the 
Treasury is considering a change in 
regulations that will either permit or 
make mandatory some amortization pro- 
cedure. A new supplementary tax bill 
is expected shortly and it is hoped that 
this change will be approved. 

Because of the recently imposed sur- 
tax (6 per cent on net up to $25,000 
and 7 per cent above this amount) bank 
earnings will be affected adversely. In- 
stitutions hold large amounts of tax ex- 
empt securities which, up to now, have 
hardly been affected by normal taxes. 
Surtaxes, however, were imposed to as- 
sure the Treasury additional revenues 
and will have their effect on bank earn- 
ing statements. 


—_ 


MUNICIPALS 


State and municipal obligations ac- 
count for roughly 15 per cent of all 
security holdings of insured commercial 
banks. Banks hold more municipal 
bonds than corporate securities of all 
types. Excluding investments in U. S. 
Government securities, state and munici- 
pal issues account for over 50 per cent 
of all other security holdings. 

The growing institutional importance 
of local governmental obligations was 
given recognition some three years ago 
when the National Association of Super- 
visors of State Banks appointed its 
Committee on Municipal Obligations to 
explore the field and set up suitable 
standards for classifying municipal 
bonds. 

The work of this committee, under 
the guidance of Edward J. Wayne, for- 
merly Chief Bank Examiner of South 
Carolina, has just been completed. The 
fruit of its labor is a 108 page study 
labeled “Municipals” which the Asso- 


ciation intends to distribute without 
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charge to every bank in the United 
States, as well as to bank examiners, 
municipal finance officers, investment 
bankers, and others. 

The Committee’s efforts have been 
directed toward the creation of a “Uni- 
form Credit File.” The purpose of this 
file is set up a form which clearly 
presents important data to be consid- 
ered in analyzing the quality of mu- 
nicipal obligations. In addition to serv- 
ing as an outline of information neces- 
sary to determine investment soundness, 
the form also serves as a work sheet for 
assembling and tabulating the required 
credit information. No attempt has 
been made to develop a system of clas- 
sifying or rating municipal issues. 

The report also includes a section de- 
voted to municipal credit analysis which 
analyzes the fundamental factors gov- 
erning the evaluation of general credit 
obligations. 


_ 


EMPLOYMENT 


The Bureau of Agricultural Eco- 
nomics predicts that employment for 
1942 may be two million to three mil- 
lion greater than this year’s average. 
It is estimated that 1942 will show an 
increase in employment of six million 
to seven million over the level prevail- 
ing when the European War began. 
However, due to the effect of the rising 
price level and increases of wages in 
some occupations, money incomes of 
consumers are expected to expand more 
rapidly than the increase in employ- 
ment. It is also anticipated that in- 
creases above the present levels of pro- 
duction, employment and purchasing 
power will be relatively less than the 
average 1941-42 expansion. After all, 
sharply rising trends were witnessed 
this year. 

Many new industrial plants devoted 
to defense work will be coming into 
operation during coming months. Un- 
less more raw materials can be made 
available for use, operation of new pro- 
ductive facilities will be conducted 
largely at the expense of existing plants 
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devoted to the manufacture of civilian 
goods. 


~ 


INSTALMENT SELLING 


The place of instalment selling in 
our economic structure, as well as the 
benefits and disadvantages of this finan- 
cial device, are thoroughly explored in 
a pamphlet by William Trufant Foster, 
recently issued by the Public Affairs 
Committee. 

Dr. Foster disposes of the notion that 
instalment selling is a primary cause of 
depression. This idea, he points out, 
lacks support either in logic or statistics. 

It is recognized, however, that time 
sales fall off when general business ac- 
tivity declines. Under such conditions, 
debtors continue to make payments on 
merchandise purchased when business 
was prosperous and, consequently, a 
part of their current income is lost to 
current markets. According to Dr. 
Foster, “Depressions are deeper and last 
longer, therefore, than they would if 
consumers bought for cash.” 

In connection with recent curbs on 
credit buying instituted by the Reserve 
Board, it is pointed out that the reduc- 
tion of even a billion dollars of debt- 
creating purchases would be an anti- 
inflationary measure of moment. On 
the ‘other hand, after the passing of the 
present emergency when the slump in 
business starts, active instalment selling 
may prove of considerable help. 

With regard to abuses in methods of 
instalment sales financing, attention is 
called to the need “for a clear, inclu- 
sive, uniform method of statement, ap- 
plied wherever instalment credit is 
granted. The method should permit 
easy comparison, not only with various 
sources of merchandise credit, but also 
with sources of cash credit, both in dol- 
lar terms and in percentage terms.” 

Inaccurate and misleading methods of 
expressing charges, it is remarked, have 
greatly hampered the usefulness of in- 
stalment selling as a legitimate sales 
device. 
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Finaneial 
Situation 


AR continues as the dominant 

topic in international circles. Pres- 

sure on Russia by Germany has 
been unrelentingly kept up, with no de- 
cision of the conflict having been 
reached up to and beyond the middle 
of October. “Defense” activities in the 
United States have moved steadily to- 
ward a culmination that may mean war 
in the end. A significant element in 
the situation has been the tension be- 
tween Japan and the United States. As 
somewhat counterbalancing the war dis- 
turbance, Argentina and the United 
States have concluded an important 
trade treaty. Cuban planters are re- 
ported to be planning an agricultural 
bank with large capital to serve their 
special needs. 


—_ 


GREAT BRITAIN 


BritisH banking has this year passed a 
significant milestone. For the first time 
in its history, the aggregate holding of 
investments has exceeded the combined 
total of loans and advances, and has 
achieved supremacy among the banks 
assets. For many individual banks, that 
particular position had obtained over a 
long period. But it was only with the 
June 30, 1941, balance sheets that the 
clearing banks as a whole revealed this 
domination of the gilt-edged security in 
the structure of banking assets. It should 
be added that the milestone passed at 
the end of last June has already been 
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Abroad... 


A Monthly Survey 


left far behind. At that time, the mar- 
gin separating investments from ad- 
vances was a mere £21,070,000. By the 
close of the following month it had al- 
ready widened to £49,087,000, and the 
August clearing bank statements, which 
reflected the massive last minute stam- 
pede for National Defense Bonds, prior 
to the turning off of the tap on August 
14, showed that the lead of the banks’ 
investments over their advances had in- 
creased to £97,144,000. No early re- 
versal of this trend is indicated. On 
the contrary, everything points to its ac- 
centuation. The underlying trend of 
bank advances is still downward, while, 
barring revolutionary changes in the 
methods of war finance hitherto pur- 
sued, it seems only too likely that Ex- 
chequer dependence on bank credit— 
whether provided in the form of short 
or long term loans—will continue at 
least at the pace maintained in the first 
two years of war. 

The underlying expansion of banking 
credit, on which these divergent move- 
ments of investments and advances have 
occurred, has been an inevitable and, 
indeed, desirable accompaniment of war 
finance. Two years of war have seen 
clearing bank deposits rise from £2,245,- 
128,000 to £2,997,057,000, an expansion 
of 33 per cent. To a very large extent 
this increase is the counterpart of in- 
creased national productivity and of a 
rise in real national income. It is, how- 
ever, possible that the velocity of cir- 





St OO OOO Oe OO 









culation of this increased volume of 
credit has also risen, a fact reflected in 
the considerable rise in the sterling 
price level which has occurred over the 
past two years. Some indication of in- 
creased velocity of circulation is pro- 
vided by the statistics of current and 
deposit accounts. Between August, 
1939, and July, 1941, the increase in 
the clearing banks’ current accounts 
amounted to £659 millions, against a 
paltry increase of £86 millions in de- 
posit accounts. The expansion in bank 
deposits may also be viewed as the re- 
sponse to the public’s “liquidity prefer- 
ence,” which can always be counted 
upon to grow in the conditions of un- 
certainty engendered by war. It is the 
function of the banking system to har- 
ness that liquidity preference, and while 
giving it the power of expression which 
otherwise might be provided by cur- 
rency hoarding, to canalise the funds 
which remain deposited with it into one 
or other of the Government’s loan issues. 

The fall of no less than £146,485,000 
in bank advances over the first two years 
of war strikes a decidedly discordant 
note in this picture of credit expansion. 
It is certain that this fall in advances 
is in no way the effect of conscious 
banking policy. It is a movement which 
the banks have witnessed with profound 
dislike and some disquiet. It has struck 
at a type of asset which is not merely 
the most remunerative, but the most 
representative, of genuine commercial 
banking tradition in this country. Had 
the banks been given the opportunity, 
there is no doubt that they would have 
employed an appropriate proportion of 
the additional funds at their disposal in 
making increased advances to their cus- 
tomers. The appreciable decline in this 
item is in part the continuation of a 
fairly long-term trend. For many years 
past, British banks have found it diffi- 
cult to maintain what up to 1930 would 
have been regarded as a reasonable ratio 
of advances to deposits. With the grow- 
ing integration of industrial and com- 
mercial concerns, these large entities 
have acquired far greater financial self- 
sufficiency than was ever claimed by the 
smaller units. But this long-term trend 
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making for decreasing dependence of 
industry on bank credit was violently 
stimulated cn the outbreak of war, with 
the revolution in industrial and com- 
mercial organization which then began. 
Government control of a large number 
of commodity markets involved in al- 
most all cases a radical departure from 
the normal methods of finance operat- 
ing in those markets. In those trades, 
it is the Treasury bill, and no longer 
the bank advance or commercial accept- 
ance, which now symbolizes the machin- 
ery of credit. To the extent that indus- 
trial firms are directly financed by the 
Ministry of Supply the same transition 
has taken place. Though a great deal 
of bank assistance has been given to 
firms engaged on Government work, the 
growth in such accommodation has been 
to some extent offset by the drastic cur- 
tailment of personal overdraft facilities. 


The expansion in bank credit has 
therefore found rather more than its 
full counterpart in the banks’ holdings 
of various types of Government paper. 
During the first twelve months of war, 
the bill portfolio expanded from £236,- 
220,000 to £430,106,000, a movement 
more than accounted for by the in- 
creased holding of Treasury bills, since 
over the same period the volume of com- 
mercial paper finding its way into the 
discount market and the banks dwindled 
considérably. Over the past twelve 
months, however, the holding of bills 
has fallen as steeply as it rose in the 
earlier period, partly owing to the in- 
creasing competition for the available 
supply of Treasury bills from Empire 
central banks and other institutions 
compelled by war conditions to accumu- 
late large sterling balances. By August 
of this year, the clearing banks’ dis- 
counts had fallen back to £265,867,000. 
These institutions, however, had in the 
meanwhile found more than adequate 
compensation for this curtailment in 
their choice of short-term investments 
by the introduction of Treasury deposit 
receipis in July, 1940. By June of this 
year the clearing banks had lent the 
Government £482,000,000 by _ this 
means. By August this total had been 
reduced to £468,500,000, mainly as a 
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result of encashment, prior to maturity, 
in order to reinvest the proceeds in 
longer term Government securities. 

The item of investments has climbed 
almost continuously, and at times 
steeply, since the outbreak of the war. 
In the first twelve months, however, the 
movement did little more than keep pace 
with the expansion in deposits. In the 
past year, it has greatly outstripped the 
general expansion in banking credit. 
From a level of £599,356,000 at the 
outbreak of the war, clearing bank in- 
vestments had risen to £682,162,000 in 
August, 1940. In August this year they 
stood at £935,177,000. This vastly in- 
creased stake of the banks in Govern- 
ment paper of one form or another fits 
logically and inevitably into the eco- 
nomic revolution which the war has 
brought about. It would have been vir- 
tually impossible for the banking system. 
to dissociate ‘itself from the movement 
which has made the Government the 
dominant factor in commerce and in- 
dustry, and which has swollen Govern- 
ment expenditure to a point at which it 
represents well over 50 per cent of the 
total national income. If this growth 
in the banks’ holding of Government 
paper is viewed in conjunction with the 
redistribution which has occurred in 
their loans and advances, and if the 
banks’ holdings of cash are regarded as 
representing an interest free loan to the 
Government, it will be found that prob- 
ably more than 90 per cent of the banks’ 
resources are now invested in channels 
more or less directly connected with 
war finance.—The Economist. 


— 


ARGENTINA 


REviIeEwInc the general situation for the 
first six months of 1941, Ernesto Torn- 
quist & Co., Limitada, find the country 
as having shown remarkable powers of 
resistance, and that conditions are not 
so unfavorable as might have been ex- 
pected in view of the disturbed world 
affairs. The exchange position ‘is 
stronger and the influx of capital from 
abroad has served to strengthen the do- 
mestic situation. 

The Argentine budget law of 1941, 








which represents a continuation of the 
1940 budget law, has been approved by 
the Budget and Finance Commission. 
The new estimates, after allowing for 
expected economies of 50 million pesos, 
provide for a total expenditure of 
1,791,641,464 pesos, which includes the 
expenses of various autonomous depart 
ments, such as the State Oil Fields, the 
Banco de la Nacion and other entities. 
The Budget and Finance Committee es- 
timates the deficit for the year at 214,- 
123,917 pesos, which amount is cover- 


able by the proceeds of bond issues. 


In connection with contemplated 
economies, it is pointed out that while 
there will be no reductions in the salaries 
of state employes, it is stipulated that 
positions falling vacant will not be filled 
by the engagement of new employes. It 
is proposed to create a new entity called 
the Council for the Codrdination of 
Economies under the presidency of the 
Minister of Finance, Dr. Acevedo, the 
function of which will be to endeavor to 
secure further administrative economies. 
An interesting feature of the 1941 finan- 
cial provisions is that the government 
has already declared that the 1942 
budget will be practically the same as 
that of 1941 subject to a few essential 
changes. 

Argentine exports for the eight months 
ending August were valued at 969,211,- 
713 pesos, as compared with 1,117,029,- 
653 peses in the corresponding period 
last year, or a decline of 13.2 per cent. 
In quantities the exports were 4,213,037 
tons as against 7,681,486 tons. The 
primary cause of the decline was the 
reduction of shipments in the cereal and 
linseed group. These losses were partly 
compensated for by marked increases 
in certain other exports. For instance, 
values of cheese shipments increased 
448. per cent and casein 223 per cent. 
Wool exports rose 41 per cent in value; 
hides, 12.3 per cent and butter 40.5 per 
cent. 

Exports from Argentina for the month 
of August amounted to 505,212 tons 
worth 112,096,400 pesos as compared 
with 534,131 tons valued at 122,939,- 
969 pesos in July and 641,237 tons 
worth 89,240,480 pesos in August, 1940. 
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“Vkixine your Business Extends 


in CANADA .... there 
is the Bank of Montreal 


Through its network in Canada of 500 branches 
—each of which is in intimate contact with 


< 


the economic life of the particular community 
it serves —the Bank of Montreal provides 
American banks and trust companies with 
unsurpassed banking service throughout the 
Dominion, as well as with sources of val- 
uable business information. 


Assets over 
one billion dollars 


Head Office: Montreal 


NEW oek a: 
CHICAGO OFFICE 
SAN PRANCISCO OFFICE: 


BANK OF MONTREAL 


Established 1817 
< 
64 Wall Street 


27 y South La Salle Street 
333 California Street 





Current Conditions in Canada 


HE Dominion Government is tak- 

ing new and necessarily drastic 

steps in order to place the national 
economy more firmly on a war footing 
and to avert inflation, reports the Bank 
of Montreal in its Business Summary 
for October 22. The summary con- 
tinues: 

“In this connection the most far- 
reaching and ambitious scheme ever put 
forward in any democratic country, 
with the purpose of destroying at its 
source the “vicious spiral” of rising 
prices and wages, has been promulgated 
in a special broadcast to the nation by 
the Prime Minister. The plan puts a 
ceiling upon the prices charged for all 
commodities and all services by “freez- 
ing” these at recent levels. It prohibits 
any increase in basic wage rates, with- 
out special permission. It further re- 
quires that the cost-of-living bonus, pre- 
viously applicable to war industries. 
shall apply to all wage-earners and that 
this bonus shall be adjusted every three 


months in accordance with a definite 
formula. . The ceiling on prices will ap- 
ply to all goods except sales for export, 
to all rentals, to all services and public 
utilitiés and even to hair-cutting, meals 
and beverages. In respect to wages 
paid, the only exceptions will be cer- 
tain small employers, excluded for ad- 
ministrative reasons. The order as to 
prices and services goes into effect on 
November 17, on and after which date 
no price or rate higher than the maxi- 
mum price or rate charged during the 
four weeks from September 15 to Octo- 
ber 11 may be charged, but, except 
where minimum prices are fixed, prices 
will be free to fall below the ceiling. 
In the case of agricultural products and 
of fish, the maximum prices will be 
based on market prices during the four 
weeks prior to October 11, rather than 
upon the actual selling prices of indi- 
viduals. In respect to wages, the cost- 
of-living bonus will apply after Novem- 
ber 15. The scheme is admittedly an 
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experiment, in the field of political 
economy, in which Canada is taking the 
pioneering role among free nations. Its 
proclaimed object is two-fold, namely, 
to intensify the war effort and at the 
same time to help prevent inflation, 
with its inevitable sequel of distress and 
depression through post-war deflation. 
It is accompanied by the intimation that 
further measures of control may be 
necessary from time to time, that a large 
administrative organization will be re- 
quired and that this organization will 
be endowed with wide powers. The 
Prime Minister further said that steps 
may have to be taken to ensure a fair 
distribution of the necessities of life and 
that ‘we have no choice but to reduce 
our consumption of goods,’ for ‘the 
choice is between guns and butter.’ 

“In the latter connection various 
forms of control have already been 
promulgated. December 1 has been 
fixed as the date when all firms and 
individuals engaged in the manufacture 
and distribution of food and clothing 
must take out licenses and comply with 
the regulations of the Wartime Prices 
and Trade Board. An order has been 
issued curtailing the domestic produc- 
tion of radios, refrigerators, vacuum 
cleaners, washing machines, and stoves 
to 75 per cent of the volume of their 
output in 1940, and manufacturers have 
been warned that they can be given no 
guarantee of supplies of raw materials 
needed even for the reduced scale of 
productino. Another order puts drastic 
restrictions on instalment buying and 
borrowing for the purpose of consumer 
purchases. It decrees that on a long 
list of articles the down payment must 
be at least one-third of the total cash 
price and never less than $10 at the 
time of delivery and that the balance 
must be paid in full within twelve 
months.” 


The Canadian Bank of Commerce 


In their Monthly Commercial Letter, 
The Canadian Bank of Commerce, To- 
ronto, reports a slight recesssion in in- 
. dustrial activity during the past month 
as indicated bv their index, which re- 
cords the mid-September figure at 160 
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(1937 = 100) compared with 162 for 
mid-August and 127 a year ago. 

Concerning general conditions the let- 
ter goes on to say: 

“The percentage of current factory 
capacity utilized fell from 114 to 113. 
Increases are to be noted in the food 
group, especially canning, and (mainly 
for seasonal requirements) in virtually 
all categories of textiles and footwear. 
Slight increases occurred in pulp and 
paper, the non-ferrous metal, non- 
metallic mineral 2nd _ miscellaneous 
groups. 

“These increases, however, were more 
than offset by a sharp decline in the 
automotive group, and, to a less extent, 
in the heavy iron and steel group, es: 
pecially in the output of primary prod- 
ucts. Labor disputes and shortage of 
materials have slowed up activity in 
some lines, but at least part of the re- 
cession has been caused by retooling 
operations in plants engaged on Govern- 
ment orders.” 

In a general “stocktaking” 
ness the Letter reports: 

“For nearly a year prior to the hos- 
tilities Canadian economy was in a 
progressive condition and had fully re- 
covered from the recession of the latter 
part of 1937 and the year 1938. A 
natural impetus, therefore, accounted 
for some of the expansion of over 30 
per cent in general business activity 
during the past two years. But this 
natural recovery was of course greatly 
accelerated by war influences, first in 
the last four months of 1939, and later 
by the emergency factors in the spring 
of 1940 when the democracies’ defen- 
sive lines in Western Europe were 
broken, an event which dictated an all- 
out war effort in the remaining free 
countries. Then armament became the 
dynamic factor in Canadian economy, 
requiring a large and widespread exten- 
sion of military, air force and naval 


of busi- 


training facilities and an entirely new — 


and complex industrial unit. 
recently this program was in the “tool- 
ing-up” stage. By mid-summer, how- 
ever, it had progressed to the produc- 
tion stage, probably at 60 per cent of 
potential capacity, and business entered 
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a new phase in which the Dominion 
Government’s requirements for ma- 
terials overshadowed all others and led 
to the development of new official eco- 
nomic controls to provide for full opera- 
tion of the national armament plant 
Conversely, production of civilian goods 
was curtailed, and a further and greater 
restriction is now in prospect. 

“Summarizing the general effects of 
the past two years, the major part of 
war orders, aggregating more than 
$2,000,000,000, has been placed in the 
industrial-mineral sector, which prob- 
ably accounts for over half of all eco- 
nomic activity, as compared with a pre- 
war average of about 40 per cent. Thus 
there has been a marked shift to an 
industrial-mineral economy, which has 
engaged the largest working force ever 
required and increased employment and 
wage earnings to record levels, while the 
labor reserves are so small that future 
needs of the arraament plants will have 
to be met mainly by diverting man 
power from civilian occupations and by 
employing more female help. 

The war has necessitated some dras- 
tic readjustments in agricultural prac- 
tice. The shrinkage of the world mar- 
ket for cereal grains forced a reduction 
of over 20 per cent in the wheat acre- 
age of the prairies, but a notable ex- 
pansion of live stock farming required 
that the area in feed grains be enlarged, 
while a shortage of farm labor has 
partly been met by an increased use of 
mechanical equipment, with the result 
that agriculture has become highly 
mechanized. Farm purchasing power 
rose by 17 per cent in the two years 
ending June to the highest level since 
1930, but a decline has since been evi- 
dent and may be expected to continue 
owing to heavy crop damage in the past 
growing season, notably in Saskatche- 
wan and eye's gi 
AMERICAN citizens! Heed the declara- 
tion of emergency by our President! 
Buy Defense Savings Bonds and Stamps 
regularly. Save a dime a day and one 
dollar on your birthday. At the end 
of the year for your $37.50 you can 
purchase one $50 (maturity value) De- 
fense Savings Bond. 
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ACCOUNTING 


AND 
AUDIT CONTROL 
By 
JAMES E. POTTS 


Auditor 
Tue First Natronat Bank or Boston 
Boston, Mass. 
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yes BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 
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“Bank Accounting and Audit Control” by 
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BOOKS for 
BANKERS 


Brief Reviews 


THE PracTicaL OPERATION OF A SMALL 
Banx’s Crepit Function. By John 
Wetzel, assistant cashier, The Bay- 
side National Bank, Bayside, N. Y. 
1941. -Cambridge, Mass. Bankers 
Publishing Company, 465 Main 
Street. Pp. 113. $1.75. 

HERE at last is a book on bank credit 
procedure for the use of smaller banks 
In writing it the author had in mind the 
small interior hank with total assets of 
from one to ten millions, employing in 
its credit department a maximum per- 
sonnel of an executive officer and one or 
two clerks. 

It is intended to be a manual of op- 
erations—a manual that will meet the 
restrictions of a small bank’s credit fa- 
cilities and yet be consistent in its 
recommended procedure with good 
credit management practices and able 
to stand the test of bad times with a 
minimum of loss. 

In compiling his manuscript the au- 
thor has made a complete study of the 
best methods employed by smaller 
banks and has written with a deep ap- 
preciation of the limitations and prob- 
lems confronting them. 


THE Gotp Stanparp. By W. Redel- 
meier. With an introduction by C. M. 
Smart, economist of the Canadian 
Bank of Commerce. Toronto: Mac- 
Lean Publishing Company. Pp. 93. 
1941. $1 

THE author who is now living in Canada 

has a wide knowledge of European 

banking, of monetary history and of the 
politico-economic events which have 


changed the face of the world in the 
past quarter century. He became fa- 
miliar with banking and currency prob- 
lems during the last thirty years in three 
of the most important European cen- 
ters, London, Antwerp and Amsterdam. 
For twenty years he was managing- 
director of Handel-Maatschappij H. Al- 
bert de Bary & Co. N. V. and one of 
the principal shareholders of that bank. 
He has been a director of the Interna- 
tional Credit Company of Amsterdam, 
the Banque de Commerce, Antwerp, and 
the Deutsche Bank. He is therefore 
well qualified by background and ex- 
perience to discuss the gold standard as 
it has been and as it is likely to become 
in the future. 

Of particular interest to American 
readers will be his last chapter on “The 
Future of the Gold Standard.” “The 
gold standard,” he writes, “is in the 
midst of a crisis—the only real crisis 
in its history, because it is nothing less 
than a moral crisis in which its prin- 
ciples are at stake. Past experience is 
of no help in forecasting the outcome 
of the crisis, because the outcome de- 


pends on the will of men whose ideas” 


of governing are different from those 
prevailing in the 19th century when the 
gold standard was evolved. However, 
one prognosis can be made with a fair 
amount of accuracy: if the United States 
Government is prepared to take the lead 
in restoring a gold standard and in so 
doing chooses the proper time and the 
proper methods, a gold standard can be 
restored, first on national and then, in 
God’s good time, on_ international 
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grounds. If, on the other hand, the 
United States Government does not take 
the lead or does not choose the proper 
time or the proper methods, the gold 
standard faces the risk of becoming 
definitely a value of the past. It would 
be a fatal mistake to see the situation 
in a different light.” 

Bankers and students of monetary 
theory will find in this pamphlet a 
valuable and thought-provoking discus- 
sion of the gold problem. We commend 
it to the attention of our readers. 


THe Votinc Trust. By John Anton 
Leavitt. New York. Columbia Uni- 
versity Press. 1941. Pp. 216. $2.50. 

THE voting trust has long been used as 
a device for corporate control. Through 
this mechanism, voting rights of the 
stockholders are transferred, for a period 
of time, to trustees who thereafter exer- 
cise these rights. While much legal ma- 
terial has been published regarding the 
voting trust, this volume represents the 
first complete study prepared from the 
point of view of the economist. In this 
light, the nature, history, uses, and law 
of the voting trust are explored. 

Mr. Leavitt summarizes the reasons 
for the use of the voting trust. These 
are shifting of corporate control, per- 
petuation of existing management, and 
the securing of united action of the 
stockholders. In his concluding chap- 
ter, the author sets forth the pros and 
cons of the voting trust controversy in 
simple clear-cut fashion that is easily 
understandable, and at the same time, 
does justice to the subject matter. 

Those interested in corporation 
finances will find this book of consider- 
able interest. 


THe RecuLatTion oF Stock EXCHANGE 
MemBers. By Raymond Vernon. 
New York. Columbia University 
Press. 1941. Pp. 152. $2.00. 


THE author, a member of the staff of 
the Securities and Exchange Commis- 
sion, examines the aims of exchange 
member regulation and seeks to deter- 
mine the compatibility of these objec- 
lives. 

In the credit field, the attthor covers 
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ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 

Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 
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the regulation of lending and borrowing 
activities. In addition, broker and 
dealer activities of the specialist, and 
members’ transactions as dealers, are 
also scrutinized closely. 

Mr. ‘Vernon suggests certain guiding 
principles for the regulation of exchange 
members. He stresses the fact that fair 
and orderly markets are the goals to be 
achieved, and recommends that regula- 
tion be based on these objectives. 

This is a dispassionate and unbiased 
survey. Conspicuously absent is any 
attempt to color the subject matter in 
the interest of some basic philosophy. 


Ranp McNatry Bankers Directory: 
Fina 1941 Epition. Chicago: Rand 
McNally and Company. 1941. Pp. 
2574. $15. 


THis new edition of the Blue Book, up- 
to-date as of August, breaks down every 
bank’s latest statement into 11 columns 
for easy reference and comparison. Each 
bank’s personnel, directors, and corre- 
spondents are listed, and FDIC mem- 
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berships indicated. The location and 
personnel of all Government banking 


agencies are shown. Other regular 
features, upon which bankers have come 
to rely, include the officers of all bank 
associations, the nearest banking point 








to over 72,000 non-bank towns, a five- 
year list of discontinued bank titles, a 
selected list of investment dealers, and 
a list of commercial banks with total 
resources of $25,000,000 and over. 

A list of attorneys covering every 
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county in the United States as well as 
the Provinces of Canada and principal 
foreign cities accompanies the Blue 
Book. 

Despite unsettled world conditions, 
Rand McNally has still been able to 
compile data on all foreign banks. Par- 
ticular attention has been given to the 
banking institutions of Central and 
South America. 


CorPoRATE MEETINGS, MINUTES AND 
Resotutions. By Lillian Doris and 
Edith Friedman. Revised Edition. 
New York: Prentice-Hall. 1941. 
Pp. 1097. $10. 

THE aim of this book is to explain to 
those who are responsible for prepar- 
ing the minutes of corporate meetings, 
the elementary principles of corpora- 
tion law, a knowledge of which is essen- 
tial to a proper authorization. of corpo- 
rate action and to a proper record of 
action taken. It presents precedents of 
minutes and resolutions that meet the 
usual legal requirements, that are care- 
fully drawn, and readily adaptable to 
the needs of the average business cor- 
poration. 

An idea of the wide scope of this use- 
ful book will be gathered from the fol- 
lowing list of chapter headings: Stock- 
holders’ meetings; forms relating to 
stockholders’ meetings; directors’ and 
committee meetings; forms relating to 
directors’ and committee meetings; min- 
utes of meetings; forms of minutes of 
meetings; organization meetings; cer- 
tificate of incorporation, by-laws, and 
organization record of a Delaware cor- 
poration; management of the corpora- 
tion; resolutions concerning manage- 
ment of the corporation; subscriptions 
to capital stock; forms relating to sub- 
scriptions to capital stock; issuance and 
sale of capital stock; resolutions relat- 
ing to issuance and sale of capital stock; 
tights to subscribe to stock, stock pur- 
chase warrants, and option to purchase 
stock; resolutions relating to same; calls 
for payment of stock and assessments; 
forms relating to same; transfer of 
stock; forms relating to same: divi- 
dends; forms relating to dividends; 


. amendments of charter and by-laws; 


resolutions relating to same; borrowing 
and lending; resolutions relating to 
same; purchase and sale of assets— 
holding companies; resolutions relating 
to same; lease of assets; resolutions re- 
lating to same; consolidation and mer- 
ger; resolutions relating to them; re- 
capitalization and reorganization; reso- 
lutions relating to same; dissolution, 
assignment, insolvency, bankruptcy, re- 
ceivership; resolutions relating to same. 


INVESTMENT—PRINCIPLES AND PRac- 
tices. By Ralph Eastman Badger 
and Harry G. Guthmann. Third Edi- 
tion. New York: Prentice-Hall. 1941. 
Pp. 895. $6. 

THE aim of the authors has been to 
cover in a broad way the more impor- 
tant aspects of the entire field of in- 
vestment, and to develop those funda- 
mental principles of the science which 
may be applied later in the process of 
specialization. 

The book is divided into four major 
parts. Part I considers some of the 
more general aspects of the problem 
such as its historical development, fac- 
tors bearing on the demand for, and 
supply of, loanable funds, the return on 
invested capital, and the question of in- 
vestment policies. 

Part II is devoted entirely to the con- 
tract aspects of various kinds of invest- 
ments.- After a brief consideration of 
bases for classifying securities, consid- 
eration is given to the contractual 
features attached to different types of 
secured and unsecured bonds as well as 
special types of bonds. The same treat- 
ment is accorded preferred and common 
stocks. 

Part III considers the entire question 
of financial analysis. Various’ methods 
are set up for analyzing and comparing 
the financial status of important groups 
of companies. Consideration is given 
to industrial companies, public utilities, 
railroads; to the securities of financial 
institutions, such as insurance com- 
panies, banks and investment trusts; to 
real estate investments and government 
and foreign securities. 

Part IV considers the mechanics of 
investment. The routine and procedure 
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followed in the purchase and sale of 
securities, as well as the mathematics 
ordinarily required to compute bond 
and stock yields and interest rates are 
described. The more important serv- 
ices available to the investor are also 
described. Taxation in its relation to 
the investment problem is considered. 
The final chapters are devoted to a con- 
sideration of the relationship between 
the business cycle and fluctuations in 
investment values. 


CurrENT Economic DELUSIONS AND 
THEIR PROBABLE FuTuRE EFFECTs. 
By E. C. Harwood and Donald G. 
Ferguson, including articles by Rufus 
S. Tucker and Henry H. Villard. Cam- 
bridge, Mass. American Institute for 
Economic Research. 1941. $1. 


Tuts book contains a list of ten cur- 
rent economic delusions each of which 
is discussed and refuted. Here is the 
list: That All Economists are Fools; 
That Gold has not been a Good Ser- 
vant; That Devaluation will Double 
Prices; That Prices Should Behave; 
That the Competitive System has Failed; 
That all. Speculation is an Evil; That 
We Save too Much; the Purchasing 
Power Fallacy; That Inflation can be 
Closely Controlled; Delusions of Eco- 
nomic Grandeur. 

A final chapter discusses the conse- 
quences of the various courses of action 
reflecting acceptance of the foregoing 
delusions. Here are important clues to 
the course of coming events. 


lone 


PAMPHLETS 


EFFrects OF THE DEFENSE PROGRAM ON 
Prices, Waces AND Prorits. By Meyer 
Jacobstein and Harold G. Moulton. 
Washington, D. C. The Brookings In- 
stitution. 1941. Pp. 43. 25c. 


Tus is a study of the influence upon the 
economic life of the nation of the Defense 
Program. It discusses the increase in na- 
tional production and income and shows 
who shares in this increased income and 
who has lost. Business profits, wages and 
farmers’ income are explored. It shows 
what effect the Defense Program has had 


on prices and explains why prices are ad- 
vancing. It ends with a plea for “a sound 
co-ordinated price policy.” “Further de- 
lay,” it concludes, “will multiply the dif- 
ficulties and inequities during the war pe- 
riod and gravely complicate the problems 
of postwar readjustment.” 


Dortar Doomspay. By E. C. Riegel. New 
York: Inflation Counselors, 215 Fourth 
Avenue. Pp. 80. $1. 

“Biccer and balder deficits will, in the 
opinion of the author, now follow each 
other perennially and it is useless to hope 
that government will return to that fru- 
gality that makes for a stable economy. 
Realism demands that in the onrushing 
inflation the citizen accept the inevitable 
and devote his thought only to his private 
fiscal affairs. It is too late to exert politi- 
cal influences. Each of us must master 
money management and see to his own 
budget. There is a way of adjusting one- 
self to inflation so as to avert loss and 
realize gain. This book rationalizes the 
subject to that end.” 

This quotation explains the basic thesis 
of this pamphlet. In the light of his theo- 
ries the author tells what the individual 
citizen should do about his insurance, his 
income, his debts, his savings accounts, his 
business, his home, his stocks and bonds 
and his taxes. 


PROCEEDINGS OF THE 23rD ANNUAL MEETING 
OF THE AMERICAN AssocIATION OF CoI- 
LEGIATE ScHoots oF Business. Hanover, 
N. H. Herluf V. Olsen, Secretary, 
Amos Tuck School. Pp. 136, 1941. $1.25. 

Tuts pamphlet contains the complete pro- 
ceedings of the meeting held at the School 
of Business Administration of the Univer- 
sity of Minnesota May 1-3, 1941. It con- 
tains many valuable papers on _ various 
phases of business training and education 
especially with reference to the need for 
training for defense. 


Tertixe SrockHoipers Asout EMPLoyEE 
Rerations. New York: Policyholders 
Service Bureau. Metropolitan Life Insur- 
ance Company. Gratis. 

To DETERMINE the extent to which compa- 

nies are informing stockholders of per- 

sonnel activities, the Policyholders Service 

Bureau reviewed the 1938 and 1939 annual 

reports of 235 companies—including manu- 

facturing, distributing, mining, public util- 
ity, railroad and financial organizations. 

This study summarizes the methods used 
by various companies in telling their stock- 
holders about their personnel relations. In 
addition to a study of annual reports, in- 
terim reports, dividend enclosures and spe- 
cial booklets were also considered. 
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BRITISH INDUSTRIAL BANKING 


The Economist, London 


HE whole tradition of British 

banking runs counter to the lock- 

ing up of banking funds in perma- 
nent participation in industrial capital 
or in long-term industrial advances of 
a non self-liquidating character. The 
very nature of the funds from which 
British deposit banks derive the bulk of 
their resources would in any case have 
precluded the development of such bank- 
ing practice in this country. 

There have been, however, certain 
isolated examples of industrial banking. 
By far the most important and success- 
ful has been that of the officially spon- 
sored Bankers’ Industrial Development 
Company. But, by intention, this was 
an attempt to meet abnormal conditions, 
to keep afloat waterlogged industrial 
units whose survival was a matter of 
national interest, or to launch equally 
important ventures for which it would 
have been impossible to find the capital 
in the open market. 

There is little other evidence of in- 
dustrial banking in this country. The 
nearest approach to it has probably 
been made by a number of merchant 
banks, which directly or through sub- 
sidiaries have acquired participating 
interests in the capital of concerns with 
which they are connected either by per- 
sonal or by normal banking ties. A 
number of these banks developed indus- 
trial new issue business in the years of 
the interwar period. The nursing of 
some of these issues, may in some in- 
stances, have created a more direct and 
permanent interest between the issuing 
house and the industrial firm in ques- 
tion than is generally provided by the 
normal banker-customer relationship. 

Other merchant banks took special 
initiative in the financing of compara- 
tively small firms starting operations in 
one or other of the depressed areas. But 


it should be noted that this intrusion of 
the merchant banks into the field of 
industrial banking has never amounted 
to much in absolute terms. The re- 
sources at the disposal of these institu- 
tions are in any case small in relation to 
the capital needs of any one of Britain’s 
large industries. The published balance 
sheets of these banks give no indication 
of any appreciable extension of their 
activity in this direction. But the fact - 
that, here and there, such participation 
has in fact been acquired is worth not- 
ing. for it is something completely new 
in British banking practice and policy; 
and it provides a development along 
which some merchant banks may well 
seek salvation and escape from the im- 
passe into which the throttling of inter- 
national trade and the rigors of a con- 
trolled economy have driven them. The 
nature of their resources, and, in par- 
ticular, the more permanent character 
of the deposits entrusted to them, would 
allow them to undertake such business 
with a prospect of impunity which the 
joint stock banks could never achieve 
if they made a similar investment. 
Changing Conditions 

This somewhat negative record of 
British banking in supplying the long 
term capital needs of industry is far 
from reprehensible. The history of Brit- 
ish banking would have been far more 
stormy, and its present structure far 
less solid, had serious attempts been 
made in the past to compromise be- 
tween the principles of deposit and in- 
dustrial banking. The present-day posi- 
tion in this respect is, however, losing 
some of the clear cut simplicity of which 
it could boast in pre-war days, when a 
free open capital market stood ready to 
satisfy most of the reasonable long- 
term capital requirements of industry. 
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OOKING back over the four or 
five thousand years of recorded 
history, it appears that we can dis- 

cern certain periods of this, our human 
experiment, which in retrospect have 
been clearly more significant than others 
—certain periods of war, controversy, 
or inspiration which have exerted more 
than the usual influence on the years to 
follow.. It would seem that at unpre- 
dictable and irregular intervals the 
social and economic order goes into 
ferment, from which emerge new theories 
and philosophies; new methods and 
organizations—which are to guide man- 
kind until the next eruption of ideas. 
As to the present, we lack the advantage 
of perspective but there are many and 
strong indications that we of this gen- 
eration live in one of these great tur- 
bulent periods of history. We may be 
pardoned for this assumption of an im- 
portant mission. Today there hardly 
exists room for further doubt that 
the issues at stake are fully as import- 
ant as in those other significant periods 
when men found themselves locked in 
bitter struggle and forced to make funda- 
mental decisions. 

Banks have a peculiarly heavy stake 
in the events of the next few years. 
Banking is essentially a civilized prac- 
tice. As time goes, it is only a few 
years old—the first commercial bank 
in the world came into being in Venice 
in 1587, and banking, as we know it, 
cannot live in a world dominated by a 
doctrine which tosses aside all the moral 
gains of the last thousand years and 
puts us back into the Middle Ages, when 
everyone carried weapons and there were 
no restraints on force save greater force 
itself. Banking cannot live in a world 
in which nations and individuals do not 


Let’s Preserve the Independent 
Loeal Bank 


By Preston DELANO 
Comptroller of the Currency 
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keep their commitments, and our first 
and most important task at the moment 
is to do what we can to pull up by the 
roots the devastating philosophy now 
overrunning Europe —a_ philosophy 
which treats honesty as weakness and 
justice with scorn. 

This task is not a pleasant one. It 
means sacrifice and privation. It would 
be much more convenient to turn our 
thoughts to the problem of bank man- 
agement; to increased earnings; to the 
multifarious questions which occupied 
those comfortable years behind us— 
and to which we so wistfully desire. to 
return. 


The One Big Problem 


There is one problem which seems 
to me to underlie all others, and I 





PRESTON DELANO 


‘*‘The Office of the Comptroller 
of the Currency is anxious that 
wherever possible the independ- 
ent bank shall continue to do 
this important job in our econ- 
omy, and, as a natural corollary, 
we are opposed to the building 
up of great banking systems and 
chains which, by their very size 
and pcwer, threaten the finan- 
cial self-sufficiency of our small 
communities.’’ 


would stress its deadly importance to 
banks and bankers, to society and to us 
all whoever or whatever we may be, 
for even after an aroused world has 
run down this modern Genghis Khan 
and his unholy crew, there remains this 
problem. Until it is resolved we shall 
not know in what direction our civiliza- 
tion is to travel for many generations to 
come. 

The problem, is, very simply How can 
we keep a free country? What can we 
do to maintain the individual as the 
important factor of society and his 
initiative as the driving force which 
turns the wheels? For the moment, as 
we have said, the most important con- 
tribution toward this end is the war 
effort. For if the dictators prevail, the 
struggle for the rights of the individual 
is lost for a long time to come. In the 
authoritarian philosophy the individual 
is the servant of the state; his patterns 
of thought and action must conform to 
those designed for him. Individual in- 
itiative and competition as we know 
them do not exist. In our form of gov- 
ernment, the state is the servant of the 
people. The individual’s liberty of 
thought and action is curtailed only in- 
sofar as is essential to an existence with 
others. 

But the ever-increasing tempo of the 
war effort is bound to cause very dis- 
turbing dislocations in this liberty of 
action and in that delicate balance which 
is so essential to a free economy. Our 
social, industrial and economic life is 
a complex structure, and the sudden 
surge of all our energies toward a war 


ati 


program demands of us temporary re- 
straints and limitations which will be 
irksome and unpleasant. All of which 


accentuates the fundamental problem of 
protecting this precious initiative and 
individualism against the impact of war. 


Bankers Have Opportunity 


Bankers have an opportunity to make 
a profound contribution in this crisis, 
both in directing the flow of credit in 
the proper channels and in the full use 
of their traditional leadership to shape 
the thought and opinions of the com- 
munities in which they live. It is in 
the realm of ideas that great causes are 
won or lost. 

I think most of us believe, and with 
complete conviction, that the so-called 
free peoples of the world will ultimately 
win this war. Yet I am afraid that 
many of us do not appreciate the tre- 
mendous sacrifice and effort which this 
will entail. And I am also afraid that 
many of us believe that once this vic- 
tory is achieved the world will automa- 
tically settle back into much the same 
pattern as existed prior to the outbreak 
of this World War IJ. With this last 
assumption, many thoughtful men do 
not agree. They do not believe that 
return to the status quo ante will be 
automatic. They are of the opinion that 
if we really want back a world of free 
enterprise and initiative, instead of a 
regimented one, we are going to have to 
struggle for it. Now I very much doubt 
if there is need to argue that such a 
struggle is worthwhile. I personally 
feel very strongly about it, and I know 
that careful thought has been given both 
as to what can be done during the war 
effort and after it to keep alive this 
watch on the ramparts which protect the 
American way. of life. 

What contribution will bankers make 
toward that eternal vigilance which is 
the price of individual liberty? Pos- 
sibly the answer is that in the daily con- 
duct of our affairs we can keep ever 
before us the importance of bolstering 
up initiative wherever it may be found, 
and strengthening that desire to be on 
his own which is a part of every man’s 
pioneer heritage. We need to keep the 
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little fellow in business for himself and 
to strengthen the hand of small indus- 
try. One of the grave concerns in Wash- 
ington today is to see that small indus- 
try and the small businessman shall not 
be crushed in the machinery of war. You 
are doubtless familiar with the Division 
of Contract Distribution of the Office of 
Production Management which has been 
created particularly in the interest of 
the small producer and which aims 
specifically to secure wide distribution 
of sub-contracts among such producers. 
Bankers can be of incalculable assist- 
ance in this very vital matter. 

Wars compel great concentration of 
power and mobilization of national 
effort in huge organizations, but it re- 
mains important to keep ambition in 
men; to make them think for them- 
selves; to know success and failure; and 
to develop character through the painful 
process of trial and error. 

Must Preserve Small Local Banks 

It is for this reason the Comptroller’s 
Office is particularly interested in pre- 
serving the individuality and independ- 
ence of the small locally owned bank. 
The officers of these banks intimately 
know the territory they serve. Their 
loans are made largely to the citizens 
of their own communities. 
banks, and there are a great number of 
them, can deal with sympathy and 
understanding with the human drama 
around them. Their influence to keep 
alive personal initiative and sturdy in- 
dependence is very great indeed. The 
Office of the Comptroller of the Cur- 
rency is anxious that wherever possible 
the independent bank shall continue to 
do this important job in our economy, 
and, as a natural corollary, we are 
opposed to the building up of great 
banking systems and chains which, by 
their very size and power, threaten the 
financial self-sufficiency of our small 
communities, and thus the independence 


\of their industries, their agriculture, 


and their individuals. Great concentra- 
tions of financial power offer certain 
immediate advantages which make them 
attractive to the short-sighted, but the 
prime objective of our American sys- 
tem—the welfare of the individual and 
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‘‘The Comptroller’s Office is 
particularly interested in pre- 
serving the individuality and in- 
dependence of the small locally 
owned bank’’ says Comptroller 


Delano in this article which is 
based on a recent address to the 
New Hampshire Bankers Asso- 
ciation at Whitefield, N. H. 





the preservation of his freedom—calls 
for a rejection of these ephemeral bene- 
fits and a firm hold on the very prin- 
ciples upon which this New England 
was built and built so well. 

And so I ask you that in the trying 
days ahead you stand firm to your 
heritage—that you do not lose sight of 
this deep and underlying cause—the 
cause of the individual; that you do 
everything in your power to keep him 
independent and self-reliant, to help 
him stay in the business of being a 
pioneer. Whether he be a banker, a 
businessman, a farmer, or what-not, let’s 
keep him on his own. 
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EsTABLISHMENT of true economic democ- 
racy through a balance of Freedom and 
Order is urged by Geoffrey Crowther, 
editor of the London Economist, “to 
assure to every citizen the essentials of 
a decent life” and to provide the 
economic security that many people now 
see only in Hitler’s New Order. 

Writing in the October issue of For- 
tune magazine, Crowther points out that 
political democracy operates success- 
fully in Great Britain and the United 
States because it rests on a balance be- 
tween Freedom and Order, but that in 
the economic life of both countries these 
principles have been applied hap- 
hazardly, resulting in the present in- 
equalities on which Nazism and 
Fascism thrive. 

“There is at present no democratic 
economy to set up against Hitler’s New 
Order because the democrats have not 
made up their minds whether they wish 
to point onward to Order or backward 
to Freedom.” 


Is There a Hedge Against 
Inflation ? 


By Joun T. Mappen 


Director, Institute of International Finance, New York University 


HERE seems to be no adequate, 
generally applicable formula for 

_ hedging against inflation. 

During the past few months com- 
modity prices in the United States have 
risen sharply and, whenever such a 
development occurs, particularly in 
time of war, people become pre- 
occupied with the problem of devising 
ways and means of protecting them- 
selves against the effects of the constant 
decline in the purchasing power of the 
currency. This is commonly termed 
hedging against inflation. 

Hedging against inflation involves 
(1) protection of the purchasing power 
of current and future income during the 
period of rising prices; and (2) pres- 
ervation of capital by converting cash, 
monetary claims, and evidences of debt 
into assets, which after the inflation are 
likely to have the same purchasing 
power as they had at the beginning of 
the inflationary movement. The selec- 


‘‘The best hedge against infla- 
tion is to prevent its occurrence. 
Inflation impoverishes the mid- 
dle class, the backbone of the 
nation, and distorts the economic 
and social structure of the coun- 
try. It carries the germ of poli- 
tical and social upheavals and in 
the end no one is benefited by 
it. The best hedge against in- 
flation, therefore, would be for 
the Administration and Congress 
of the United States to adopt 
immediate measures to stabilize 
prices and to prevent a further 
substantial advance from the 
present level.’’ 
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tion of an effective hedging method de- 
pends on the correct diagnosis of the 
nature of the inflation, that is, on 
whether the inflation is of the permanent 
type, such as occurred in a number of 
Continental European countries during 
and immediately after the World War, 
or whether it is only temporary in 
character, as in the case of the United 
States, Great Britain, and the Scandi- 
navian countries during the same period. 
The great productive capacity of the 
industrial plant and agriculture in the 
United States, combined with the vast 
and varied natural resources of the 
country and the huge store of gold that 
could be used for purchases of com- 
modities abroad, would indicate that, 
if inflation were to develop in this coun- 
try, it would be temporary in character 


and that in all probability the end of 


the emergency would be followed by a 
sharp decline in commodity prices. 

Manufacturing concerns, as well as 
enterprises engaged in wholesale or 
retail distribution of commodities, can 
hedge against inflation by utilizing their 
cash balances and the proceeds from the 
liquidation of assets representing mone- 
tary claims such as bonds and mortgages 
for improving the efficiency of plant and 
equipment, for carrying larger inven- 
tories, for increasing research facilities 
and for carrying on advertising in order 
to improve the quality of the product 
and to widen its market. 


Banks and Inflation 


The position of financial institutions 
in times of inflation differs materially 
from that of industrial and mercantile 
concerns. Banks and insurance com- 
panies operate exclusively or chiefly 


with borrowed funds in the form of 





deposits and premiums, and therefore, 
are not concerned with changes in the 
purchasing power of the currency. 
Moreover, laws and regulations limit in- 
vestments of these institutions mainly to 
monetary claims and evidences of debt. 
Hence, mutual savings banks and mu- 
tual insurance companies do not have to 
hedge at all. Banks and insurance 
companies organized as stock corpora- 
tions have the task of protecting only 
the purchasing power of the stockhold- 
ers’ equity. In past periods of inflation 
such financial institutions could hedge 
through the acquisition of gold, foreign 
exchange, or foreign currency bonds. 
At present, ownership of gold is pro- 
hibited by law, while the purchase of 
foreign exchange or of bonds stated in 
foreign currency is certainly not desir- 
able under the economic and political 
conditions existing throughout the 
world. 

The only way banks can protect the 
purchasing power of their own resources 
is through increasing earnings and 
transferring them to reserves. Since a 
period of inflation is accompanied by a 
sharp increase in the demand for credit, 
commercial banks are in a position to 
accumulate large surpluses, provided 
they succeed in keeping down current 
expenses. But in no country where 
permanent inflation occurred were the 
banks able to come through the infla- 
tionary period with sufficiently in- 
creased earned surplus to offset fully the 
loss in purchasing power of the cur- 
rency. Consequently, they had to obtain 
new capital in order to maintain a sound 
ratio of capital funds to invested de- 
posits. 

In contrast to financial institutions 
and corporations, individuals are not 
restricted as to the type of assets they 
may acquire, and therefore they have 
greater latitude in devising a hedging 
plan. In the past, individuals could 
hedge through the acquisition of gold 
and of precious metals and stones. At 
present, gold may not be lawfully owned 
by individuals, while precious stones 
and jewelry do not seem to offer an 
adequate hedge. The world at large is 
being. greatly improverished by the 


war and the process of leveling off 
wealth through the tax machinery is 
continuing at an accelerated pace. 
Hence, at the end of the war the num- 
ber of persons who ordinarily buy these 
luxury articles will be much smaller 
than before the emergency. Further- 
more, the indications are that consid- 
erable quantities of precious stones and 
jewelry accumulated by families for 
decades and centuries may be thrown 


on the market when the war comes to 
an end. 


Equities as a Hedge 


The acquisition of equities is gener- 
ally considered the best hedge against 
inflation. It is obvious that a properly 
chosen portfolio of common stocks will 
yield a higher income than the return 
derived from government obligations 
and high grade bonds. It may also be 
expected that the price of some of the 
stocks will advance with the upward 
movement of commodity prices. The 
experience of France during the World 
War inflation period has shown, how- 
ever, that equities are not an adequate 
hedge against inflation. At the end of 
the inflation certain groups of stocks, 
such as railroads and naval construc- 
tion, were selling at a lower price in 
paper francs than in gold francs prior 


‘‘The only way banks can pro- 
tect the purchasing power of 
their own resources is through 
increasing earnings and trans- 
ferring them to reserves. Since 
a period of inflation is accom- 
panied by a sharp increase in 
the demand for credit, commer- 
cial banks are in a position to 
accumulate large surpluses, pro- 
vided they succeed in keeping 
down current expenses. But in 
no country where permanent 
inflation occurred were the banks 
able to come through the infla- 
tionary period with sufficiently 
increased earned surplus to off- 
set fully the loss in purchasing 
power of the currency.”’ 
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to the inflation. On the other hand, 
other types of stocks advanced consid- 
erably in price. But with the excep- 
tion of one group of stocks in one year, 
the price movement of no group of 
stocks approached the increase in whole- 
sale prices. The general index of stock 
prices in France, comprising 186 issues, 
stood at 233 in 1926 (1913=100), as 
compared with the wholesale price index 
of 703, the cost-of-living index of 485 
and the dollar rate index (par—100) of 
607. 

In considering equities as a hedge 
against inflation the effect of the excess 
profits taxes on the net earnings of cor- 
porations must be taken into account. 
High excess profits tax rates tend to 
freeze net earnings of corporations 
which, therefore, are not in a position 
to increase dividends commensurate 
with the rise in the cost of living, in 
spite of increased gross profits. While 
the liquidation or replacement value of 
the assets of the corporation expressed 
in dollars is bound to increase, it is the 
actual and potential net earning ability 
of a corporation which determines the 
price of its shares. Excess profits taxes, 


high cost of production, and price ceil- 
ings imposed on many commodities will 
definitely reduce the net earning ability 
of corporations. 

Residential property has not proved 


to be a hedge against inflation. It is 
doubtful, also, whether farm land or 
business property will provide a hedge 
against inflation in the United States. 
In Europe, on the other hand, where 
the available land in relation to the 
density of population is much smaller 
than in the United States, farm land 
has protected the owners against loss 
in purchasing power of the currency. 


Commodities as a Hedge 


Commodities are obviously a hedge 
against inflation. If the inflation is only 
temporary in character, however, the 
timing of the selling is of the utmost 
importance. Since it is impossible to 
predict when the emergency will come 
.to an end and the movement of prices 
will be reversed, it would seem advisable 
for those who hedge through the acquisi- 
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tion of commodities to sell while the 
process of inflation is still at work. The 
purchase of a going concern has also 
proved to be a good hedge against in- 
flation. A prime ‘prerequisite, how- 
ever, is that the purchaser know that 
particular business or that he have a 
competent and reliable manager. 

A perusal of the risks inherent in 
every type of hedging leads to the con- 
clusion that the best hedge against in- 
flation is to prevent its occurrence. In- 
flation impoverishes the middle class, 
the backbone of the nation, and distorts 
the economic and social structure of the 
country. It carries the germs of politi- 
cal and social upheavals and in the end 
no one is benefited by it. The best 
hedge against inflation, therefore, would 
be for the Administration and Congress 
of the United States to adopt imme- 
diate measures to stabilize prices and to 
prevent a further substantial advance 
from the present level. 
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THE principal factor to keep in mind 
continually is the encouragement of the 
small steady saver; not a huge total of 
deposits, but a larger number of thrifty 
citizens entering the banks to leave on 
deposit. a portion of their weekly or 
monthly wages against a time of need. 

I know that this policy will test our 
ingenuity to invest these sums, but if 
we can do so to the extent of covering 
our operating costs, our mission will be 
achieved. Moreover, there will be 
fostered throughout our communities 
one of the finest hedges against infla- 
tionary tendencies, for it is axiomatic 
that thrift and savings are contra-infla- 
tion. Certainly we as institutions and 
individuals, steeped in the lore of sound, 
conservative economies, and assuredly 
with the best interests of our country 
uppermost in our minds, cannot afford 
to shun this opportunity to be of service 
in preserving the ideals, values, and in- 
stitutions which are America.—J. H. 
Roberts, Assistant Comptroller, South 
Brooklyn Savings Bank, Brooklyn, 
N. Y., in an address before the recent 


AIB convention. 
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F not outright pessimism, the market 

for equities is anyhow encountering 
one of its periodic waves of indif- 
ference and futility. Although fore- 
shadowed as long as two months ago 
by its own telltale behaviorism, most 
people prefer to believe that the move- 
ment of share prices can be explained 
by the logic of events, although, of 
course, after, and not before the event 
or events. Market comments and news- 
paper financial column gossip never 
fail to provide the rationalization for 
the movement of stock prices whether 
up or down, after the event. 

Thus, at the present time one finds 
numerous explanations, all of which are 
sufficiently feasible to feed the imagina- 
tion adversely. The Morgenthau six 
per cent profits limitation proposal was 
the first market-damaging episode. The 
deterioration of the news from the Rus- 
sian front perhaps ranks second. The 
“decisive battle” to destroy Russia be- 
fore winter sets in is being confidently 
forecast by the Nazis. Recently the 
government published its revised budget 
for 1942. Total expenditures have been 
revised upward to $24.6 billions. Esti- 
mated tax collections of $12.7 billion 
are only slightly more than half of con- 
templated government costs. Employ- 
ing the Morgenthau formula that gov- 
ernment costs must be defrayed two- 
thirds by taxation and one-third by new 
debt, it will mean that the next tax bill 
must raise $3.2 billions more. Roughly, 
this is an increase of 25 per cent. 
(Canada is raising 75 per cent of its 
expenditures ‘through taxation.) 

The more recent proposal of the ad- 
ministration to-increase the scope, cov- 
erage and rates of the various social 
insurances holds considerable promise 


New Wave of Pessimism Hits 
Stock Market 


By GLenn G. Munn 
Paine, Webber & Company, New York 





as a deflationary procedure( and inci- 
dentally to accelerate the government’s 
cash intake). This new burden on em- 
ployers is one that would have no rela- 
tion to profits. If enacted, it would 
tend (we don’t say unwisely) to check 
the boom in retail trade. Another factor 
of considerable importance is the rather 
belated recognition by the public that 
non-defense activity must immediately 
surrender to defense activity. The na- 
tion is now in transition to the all-out 
defense production phase. If defense 
production is to double or triple, as 
is the design, then through priorities, 
allocations and other controls, non- 
essential industry must suffer. This is 
the reason for “priorities unemploy- 
ment,” but as related to the market, it 
means this: defense industries, though 
at full capacity, will have lower-than- 
normal profit margins; non-defense in- 
dustries competing for defense materials 
will be working below capacity, i.e., 
have less business. All-out defense spells 
lower profit margins on balance vir- 
tually all-around. Incidentally, _ this 
transition is leaving its mark on statis- 
tical evidences. The weekly business 
indexes have made no progress for 10 
weeks; in fact, a slight decline has 
occurred. Moreover, the Moody index 
of 15 staples, having receded three per 
cent from its September apex. is now the 
lowest since August 21. Thus, what- 
ever may happen later, “inflation,” as 
advertised, has been deflated for the past 
one and one-half months. 

In part at least, the above citations 
should not be considered as more than 
superficial reasons for the present wave 
of pessimistic sentiment. That is, in 
large part, it has been probable that 
these events would occur for many 
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months. Except for mote underlying 
uncertainties, it is probable even now 
that what concerns us today is 90 per 
cent to 95 per cent discounted. 

What equity holders and potential 
equity holders (and this includes every 
business man that owns a share of, and 
operates any business, however small, 
or contemplates doing so) wonder to- 
day is how can the policies of our gov- 
ernment toward the economy in general 
and toward the entrepreneurial func- 
tion in particular persist in the trend of 
the last eight years. He knows instinc- 
tively that the order of today cannot 
endure. Something will have to give 
way. 

He knows that you cannot substitute 
bricks for brains in determining what 
taxes a corporation should pay. He 
knows that you cannot destroy all in- 
centive and expect a man to engage in 
research, to improve products, and to 
lower their costs, without adequate 
rewards. He knows that you can’t pay 


labor at hourly rates of 50 per cent to 
80 per cent more than in 1929, to pay 
their unemployment insurance and half 
their old-age insurance, and then be told 


you can’t raise prices, which are still in 
most instances lower than in 1929. He 
knows that the greatest single source 
of revenue of the government is from 
taxes of business. Why, then doesn’t 
the government encourage profits in its 
own selfish interest, instead of seeking 
severely to limit them? Might it be 
that the government has some ulterior, 
undisclosed, sinister design? 

It is our opinion that the underlying 
cause of apathy toward equities is lack 
of faith in the future. Government 
policy, whether it emanates from the 
executive, the treasury, the commis- 
sions, or the administrative agencies, or 
whether it be legislation affecting taxa- 
tion, securities markets, railroads, utili- 
ties, insurance companies, or industrial 
companies carries a bias, which, in most 
cases, is ANTI-INCENTIVES, ANTI- 
PROFIT, ANTI-ENTREPRENEURIAL, 
and, therefore, ANTI-RISK TAKING. 
The contradiction of this whole era is 
. that when, risks ought to be taken more 


than ever to preserve our vitality and — 
stamina (already sadly enervated), our 
incentives to progress, and to insure 
accomplishment of huge production, we 
are telling the populace to avoid risks — 
and to seek the shelter of social security. 
Owning stocks is one way in which any- 
body with $1,000 or more may assume 
a risk. But never in this country was 
the general environment for taking risks 
more discouraging. 

There are three things the govern- 
ment could do now that would change 
this background fruitfully and dynami- 
cally in the whole public interest: 

1. A statement that however rates of 
corporation taxes may have to be in- 
creased for the duration of the emer- 
gency, never will it depart from a pre- 
war earnings base as the keystone prin- 
ciple for computing excess profits taxes. 
This would constitute official recogni- 
tion that production of wealth is tied 
to brains and management rather than 
to bricks and mortar. Incentives would 
be restored. (Senator Vandenburg is 
correct in saying that a six per cent 
invested capital limitation constitutes 
an indirect attempt to repeal the capital- 
istic system. ) 

The British and Canadian govern- 
ments have such a tax policy. Is there 
any compelling reason why our country 
should do less to encourage initiative, 
enterprise, and risk-taking? 

2. A statement that when the war is 
over, the relations between government 
and business will be restored at least 
to the pre-war status—the trend toward 
“statocracy” will not continue. 

The British and Canadian govern- 
ments have given such assurances. Is 
there any compelling reason why our 
country should do less? 


3. A statement that the Securities Acts 
of 1933 and 1934 are found to be need- 
lessly repressive and punitive. Capital- 
ism cannot be creative, if its nerve- 
center, the machinery of long-term capi- 
tal placement—the securities markets 
—are shackled at the source (issue), at 
the middle (the Exchanges) and at the 
end (the buyer). a 
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(Note: The Fortune Quarterly Manage- 
ment Poll, which appears in full in the 
November number of Fortune, is based on 
a poll of almost all the top men in business 
management. Following is a portion of 
this report): 


INE-TENTHS of the management 

group in American business be- 

lieve there is virtually no hope 
for a broad system of free enterprise 
after the war. 

The poll discloses that 75.6 per cent 
think that whenever possible the Admin- 
istration is using the national emer- 
gency as a pretext for pushing still 
further the more radical social and 
economic aims of the New Deal.” 

Opinion on other questions shows a 
majority believing that: 

1. Many of the businessmen brought to 
Washington by the President are unsatis- 
factory or ill-chosen for the work they are 
doing. 

2. The government cannot recognize the 
ablest men and is actually unwilling to call 
them into service when it does recognize 
them. 

3. This unwillingness is due primarily to 
the government’s hostility toward successful 
business, and secondarily to the govern- 
ment’s fear of giving power to businessmen. 


Manufacturers, who account for nearly 
half of the total panel used by the For- 
tune Quarterly Management Poll, also 
report that: a) they are being progres- 
sively strapped by priorities; b) they 
are having to lay off more employes; 


SURVEY 


Condensations from Magazines, Reviews, 
Reports, Bulletins, Radio Discussions, 
Advisory Services, Newspapers, etc. 


SMALL HOPE FOR FREE ENTERPRISE AFTER THE WAR 


Fortune Magazine, New York 
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c) their inventories are declining; and 
d) there are signs of unnecessary hoard- 
ing by army and navy procurement 
officials. 

But retailers and wholesalers, on the 
other hand, state in the poll that their 
inventories are in more or less good 
shape, that manufacturers are keeping 
them posted on future developments, 
and that consumers seem to be stocking 
up more than normal. 

Here is how the Fortune Quarterly 
Management Poll found opinion divided 
on the questions: “Which of the fol- 
lowing comes closest to being your 
prediction of the kind of economic 
structure with which the country will 
emerge after the war? Which of these 
would you prefer?” 


Predict Prefer 
A system of free enterprise 
restored very much along 
the prewar lines, with 
modifications to take care 
of conditions then current 7.2% 91.5% 
An economic system in which 
government will take over 
many public services for- 
merly under private man- 
agement but still leave 
many opportunities for pri- 
vate enterprise .......... 52.4 8.3 
A. sernisocialized society in 
which there will be very 
little room for the profit 
system to operate ...... 36.7 0.2 
A complete economic dic- 
tatorship along fascist or 
communist lines ......... 3.7 none 








And here is how the management 
panel replied to the question: “Which 
of the following statements most nearly 
corresponds with your idea of the pres- 
ent status of the more radical social and 
economic aims of the New Deal?” 
Whenever possible the Administra- 

tion is using the national emer- 

gency as a pretext for pushing 

still further the more radical so- 

cial and economic aims of the 

New Deal 
The demands of the defense effort 

have forced the Administration in 

most instances to give up tempo- 

rarily the further advancement 

of these aims 
The members of the Administration 

—except for a few extremists— 

have largely completed their pro- 

gram of economic and social re- 

forms, and business can hence- 

forth expect to operate within 

the. present structure 


Another question asked in the For- 
tune Quarterly Management Poll was: 
“Do you think the businessmen whom 
the President has chosen to head up the 
defense effort have been the very ablest 
men that industry and business could 
supply?” The replies were: 


Ablest possible 
Some good, some inadequate 
Mostly badly chosen for the job 


And here are the opinions expressed 
by the management panel in reply to 
the questicn: “Do you think that the 
several hundred dollar-a-year men who 
work under these heads are, for the 
most part— 


The most effective that could have 
been obtained to fill their specific 
jobs 

Second raters, or worse 

Some good, some bad 


The next question applied to both the 
chiefs and their underlings, and was 
answered in all three parts by at least 
a majority of the entire panel. The 
question was: “If you consider a large 
percentage of these businessmen in 
Government service either unsatisfac- 
tory or ill chosen, what do you consider 
the principal reason for the condition?” 
The replies: 


Yes No 


Unwillingness of Government 
to call the ablest men.... 

Ignorance on the part of the 
Administration of what 
constitutes management 
ability 

Unwillingness of ablest men 
to serve 


93.1% 6.9% 


The 67.4 per cent who answered yes 
to “unwillingness of ablest men to 
serve” were then asked to designate one 
or more of several reasons why: 


Because the present defense setup 
does not give sufficient authority 
to the positions they are invited 
to fill 

Because of being out of sympathy 
with the Administration 

Because they feel more useful at 
their own jobs 

Because of compensation reasons. . 

Other reasons 


The 93.1 per cent who answered yes 
to “unwillingness of the Government to 
call the ablest men” were also asked to 
designate one or more of several reasons 
why: 

Because of hostility toward success- 

ful business 
Because of fear of placing power 

in -sueh: beds. os... oo oe cece 
Because of possible disfavor of cer- 

tain groups of voters 
Other reasons 


MR. MORGENTHAU ON INFLATION 


American Institute for Economic Research, Cambridge, Mass. 


HE Secretary of the Treasury’s 

speech in Boston emphasized the 

existing danger of a serious infla- 
tion that now confronts the Nation. The 
chance that a disastrous inflationary 
progression can be avoided rests in part 
-on the success of the control program 
which Mr. Morgenthau proposed. 
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One part of the program would at- 
tempt to restrict a further abnormal in- 
crease in the purchasing media available 
to the public. He proposed that taxes 
should be further increased, thus return- 
ing to the Treasury a larger. proportion 
than at present of the funds being dis 
tributed through Government spending. 
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He also suggested various devices for 
encouraging or forcing savings (to be 
invested primarily in Government secu- 
rities). He further advocated the cur- 
tailment of Federal nondefense expendi- 
tures, 

Although Mr. Morgenthau said that 
“we may have to extend general con- 
trols over bank credit and create con- 
trols over selected capital expenditures,” 
he unfortunately gave no indication that 
he appreciates the distinction between 
the creation of purchasing media by 
means of bank credits that are self- 
liquidating and those created by means 
of long-term credits based on invest- 
ment-type assets. If the commercial 


banks create demand deposits in ex- 
change for Government obligations, and 
the resulting new purchasing media are 
distributed to the public via defense out- 
lays, the new checking accounts will 


remain in circulation after serving as 
demand for goods initially, instead of 


being retired from circulation as the 


goods are sold. (The latter is what 
happens to new commercial credits, of 
course. ) 

Another part of the program would 
prevent the impact of excessive purchas- 
ing media from appearing as effective 
demand when there are commodity 
shortages. In this connection, the re- 
lease of agricultural surpluses held by 
the Government was advocated. Mr. 
Morgenthau also pointed out the folly 
of attempts by organized labor to ob- 
tain successive wage increases and at- 
tempts by landlords or other possessors 
of goods and services to obtain ab- 
normally high scarcity prices. That this 
portion of the program will encounter 
the opposition of many pressure groups 
is too obvious to require comment. 


REPAIR FOR DEFENSE CAMPAIGN 
Insured Mortgage Portfolio 


NATIONWIDE campaign is now 
under way to stimulate the repair 
and remodeling of dwellings in 
defense areas by means of loans insured 
by the Federal Housing Act. The func- 
tion of this “Repair for Defense” cam- 
paign is to increase the supply of avail- 
able dwelling facilities in such areas 
through rehabilitation or through the 
conversion of existing houses into multi- 
family dwellings or rooming houses. 
Lending institutions, builders, realtors 
and supply dealers are urged to par- 
ticipate in this effort to make the maxi- 
mum use of the primary and least costly 
source of additional housing facilities. 
The recent amendments to Title I pro- 
vide the campaign’s modus operandi by 
permitting conversion loans up _ to 
$5,000 with terms of five years and 32 
days. This increase in the maximum 
loan amount from $2,500 will permit 
larger conversion operations than would 
have been possible under the old maxi- 
mum and thus will bring many addi- 
tional remodeling operations within the 
scope of the Title I program. In addi- 
tion, the extension of the loan term ma- 
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terially reduces the size of the monthly 
amortization payment. 

As a further inducement to property 
owners to “Repair for Defense,” the 
maximum discount rate on conversion 
loans written for from $2,500 to $5,000 
has been reduced from five dollars per 
$100 to four dollars. This will reduce 
the cost of remodeling to the home- 
owner to a worthwhile degree and yet 
should afford the lending institution a 
satisfactory return on loans of such 
relatively large face value. 

The “Repair for Defense” program 
will operate, of course, within the 
framework of the consumer credit regu- 
lations issued on August 2] by the 
Board of Governors of the Federal Re- 
serve System. 

The Federal Reserve Board’s regula- 
tions establish a maximum maturily of 
18 months for certain types of instal- 
ment loans and set the maximum credit 
value for a list of consumers durable 
goods for instalment loan purposes. The 
principal articles on the list which 
would be eligible for purchase through 
a Title I Class 1 loan are household 


453 





furnaces and heating units for furnaces 
(including oil burners, gas conversion 
burners, and stokers), water heaters 
designed for household use, water 
pumps designed for household use, 
plumbing and sanitary fixtures de- 
signed for household use, home air con- 
ditioning systems, and attic ventilating 
fans. 

The regulations exempt from the 
limitation on maximum maturity or 
credit value any extension of credit 
secured by a first lien on improved real 
estate duly recorded as well as any ex- 
tension of credit to remodel or rehabili- 
tate any dwelling or residence which 
the Defense Housing Coérdinator or his 
authorized agent shall designate as 
being for “defense housing” as defined 
by the Coérdinator. A similar exemp- 
tion is provided for any extension of 
credit over $1,000 which is made for 
materials and services in connection 
with repairs, alterations, or improve- 
ments upon urban, suburban, or rural 
real property in connection with exist- 
ing structures even though such mate- 
rials include articles listed by the 


regulations for maximum loan value 
purposes, provided the cash purchase 
price of such articles does not exceed 
50 per cent of the total deferred bal- 
ance. . 

Subject to these exceptions, Title I 
Class 1 loans of $1,000 or less will have 
a maximum maturity of 18 months pur- 
suant to the Federal Reserve regulations. 
Such loans when made by dealers or 
vendors for the sale of articles listed 
in the regulations or when wholly or 
partially secured by such articles in the 
case of loans made by lending institu- 
tions ‘will be subject to the maximum 
credit value established by the regula- 
tions. In the case of loans of more 
than $1,000 for remodeling or rehabili- 
tation in which the purchase price of 
listed articles exceeds 50 per cent of the 
deferred balance of the loan, the portion 
of the loan devoted to the purchase of 
the listed articles will be subject to the 
maximum maturity and credit value 
provisions of the regulations and the 
balance of the loan, if $1,000 or less, 
will be subject to the maximum matur- 
ity provisions. 


UNEMPLOYMENT DECLINES 
Division of Industrial Economics, The Conference Board, New York City 


NEMPLOYMENT declined from 

3,848,000 in May to 2,536,000 in 

_ June, the smallest since June, 
1930. 

Greater-than-seasonal gains in all 
fields of employment brought the June 
total to a new all-time high record of 
53,120,000, which was 1,359,000 greater 
than the number employed in May and 
6,193,000 greater than the number em- 
ployed in June, 1940. 

The number employed in manufactur- 
ing showed a contra-seasonal increase of 
200,000 from May to June. Construc- 
tion employed 333,000 more persons in 
June than in May and almost a million 
more than in June, 1940. The number 
employed on construction exceeded 
3.000.000 for the first time since Sep- 
tember, 1930. 

There were almost half a million more 
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persons employed in agriculture than 
in May. There was an increase of 181,- 
000 in the service industries, in which 
are included the armed forces. The 
service industries now employ more than 
12,000,000, which is almost two million 
more than in June, 1940. 

There were also greater-than-seasonal 
gains from May to June in the follow- 
ing employment groups: trade, distri- 
bution and finance, 101,000; transporta- 
tion, 57,000; public utilities, 14,000; 
forestry and fishing, 8,000; minerals, 
6,000. 

The number unemployed in June, 
1941, was slightly greater than the num- 
ber unemployed in June, 1930, but since 
that month the increase in the total labor 
force has amounted to about 614 million 
persons. ' 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 
or Excerpted for Your Convenience .. . 


SAVINGS BUSINESS A VITAL FACTOR IN BANKING 


By Roy R. Marquarpr 


F savings deposits were removed 
from commercial banks a number of 
banks and branches would be unable 

to survive and would have to go out 

of business. 

The development of social security 
by the Federal Government caused a 
widespread feeling of the uselessness of 
savings. The low return on invested 
capital has caused interest and divi- 
dends on savings deposited in banks to 
reach a low point without parallel in 
the history of the United States. 

In consequence of the slight profit 
which came to banks through savings 
deposits, many of them hedged the ac- 
ceptance of deposits with restrictions. 
Many depositors in consequence came 
to believe that banks were not interested 
in their savings; that bankers almost 
resented receiving savings deposits. The 
popular reaction to this attitude of 
banks, or the supposed attitude of banks, 
has not redounded to their credit. 

The Savings Division of the American 
Bankers Association has tried to bring 
about a change in this attitude. It has 
conducted surveys showing that banks, 
by a policy of accepting all bona fide 
savings deposits, can increase com- 
munity good will toward banks, make 
a small profit, and pay a reasonable, if 
low, rate to depositors. The division 
has developed plans by which. banks. 
through giving a preferential rate of 
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interest to long-time deposits of little 
activity, will find it possible to transfer 
sizable amounts to the surplus account. 

As practices in shipping, in merchan- 
dising, and in manufacturing change 
and new credit situations appear, com- 
petition with banks develops. It grows 
out of opportunity created by changing 
practice. 

Whether bankers have constantly been 
alert to discern changing trends is be- 
side the point. Banks will find that 
they should furnish a complete financial 
service to their customers or else an- 
other agency will do so. A bank will 
discover that it cannot accept only three- 
fourths of all bona fide savings offered 
it and expect no competition from 
agencies other than banks. 

Tt cannot neglect its potential cus- 
tomer. It is not possible to wrap the 
savings of a people in savings banks. 
Strictly savings banks are rarities out- 
side of the Atlantic seaboard states. 
Seventy-four per cent of all banks have 
savings departments or accept savings. 
So the future of savings in banks is not 
limited to savings banks but rests with 
banks of mixed deposits. 

The Savings Division continues con- 
fident that the savings business of banks 
is the greatest business in the world, 
affecting as it does the lives of more 
people more directly than any other 
phase of finance; and the division urges 
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that bankers should be alert to com- 
munity needs; that changing practices 
in business require similar changes in 
banking procedure; and that country 


banks should not hesitate to vary their 
practices from those of city banks.— 
From his report as president, Savings 
Division, A. B. A. 


BANKERS SHOULD SUPPORT THE DEFENSE PROGRAM 
By H. A. Bryant 


President, Parsons Commercial Bank, Parsons, Kan. 


R the first time in our history, the 
Treasury Department has made it 
possible for all banks to sell and de- 

liver Government bonds over the 
counter. All that is required, in order 
to qualify as a selling agent, is to make 
application to the Federal Reserve 
Bank in your district. Many banks 
have already done this, but a large 
number have failed to qualify and 
therefore those banks must send their 
customers to their post office to buy de- 
fense bonds. So, I say to you that 
our first duty is to qualify as selling 
agents for defense bonds and, by so do- 
ing, we will at least be showing a will- 
ingness to assist in the defense program. 

Many things are being done today 
that have never been done before. With 
some of these things, and with some 
of the new ideas that are being ad- 
vanced, we do not all agree and there- 
fore we do not like them. But whether 
we like them or not is of small im- 
portance at the moment, and since we 
cannot change them, we might as well 
make the best of them. 

This is especially true in a national 
emergency such as we are facing today 
and if there ever was a time when unity 
of effort and unity of thought was im- 
portant, that time is now. Under nor- 
mal conditions, partisan politics play 


a proper and just part in our everyday 
life, but when it comes to national de- 
fense, then we should be big enough 
to lay aside any party politics and unite 
on the common ground of national de- 
fense. 

I therefore say to you that I think 
our duty extends far beyond the mere 
selling of defense bonds, to the extent 
that we adjust our thinking in the di- 
rection of the emergency which exists 
today, so that it can never be said that 
the bankers of America did not do their 
full duty during this crucial time. 

In our Statement of Principles, as to 
the fiscal policy of our government, the 
following assertion was made: “. . . we 
believe that Federal administrative and 
other non-defense expenditures should 
be reduced in an orderly manner and 
bear a reasonable relationship to our 
national income.” 

This is very important, especially so, 
since expenditures for the defense pro- 
gram have reached the present enormous 
proportions. I think we can be consist- 
ent in supporting defense expenditures 
on one hand and at the same time, urge 
that Federal administrative and non- 
defense expenditures be reduced in an 
orderly manner.—From his annual re- 
port as president of the State Bank Di- 
vision, A. B. A. 


POST-WAR PROBLEMS OF BANKING 


By Marcus NADLER 
Professor of Finance, New York University 


O be of the greatest aid to the Gov- 
5 . ernment now and, at the same time, 
pave the way for future stability, 
banks should continue to stimulate sav- 
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ings, refuse credit to those who would 
speculate, decline to grant mortgage 
loans for the erection of new buildings 
where such buildings might conflict with 
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defense needs and handle their invest- 
ments in such a way as not to compete 
with Government financing. 

The first problem of the banks in 
considering the period following the 
emergency is their own position. It is 
highly necessary that the banks utilize 
the present time to place themselves in 
an impregnable position. It would be a 
great misfortune for the banks and for 
the country as a whole if, after the pres- 
ent emergency is over, banks had again 
to ask the Government for assistance. 

Perhaps the greatest problem that 
will confront the banks after the emer- 
gency is over will be Government com- 
petition and above all the demand to 
either further increase the control of 
the Government over the banking insti- 
tutions or to nationalize them entirely. 
This is a problem of great interest to 
the banks and deserves careful study 
and thought. 

The present is not the time to advo- 
cate the abolition of governmental lend- 
ing agencies. The emergency is great 
and is widening, and during emer- 
gencies the powers of the Government 
over business in general are bound to 
increase. It is quite evident that during 
the emergency the various financial in- 
stitutions owned and operated by the 
Government are bound to play a very 
vital role in our economic life and may 
become even more active in the future. 

Banks cannot remain private institu- 
tions without privately owned and op- 
erated industry and trade. The struggle 
that goes on in Europe today is to a 


large extent a struggle between two 
ideologies. The totalitarian philosophy 
stands for an all-powerful state con- 
trolling industry, trade, and finance, 
disregarding entirely the rights and 
privileges of the individual. 

Against the philosophy of totali- 
tarianism is that of democracy which 
stands for the rights and dignity of the 
individual, for free enterprise and for 
a government freely elected by the 
people. 

The future of the banking system will 
depend to a very large extent upon the 
outcome of the present struggle be- 
tween these two ideologies, which in 
turn will determine the economic and 
social system that will prevail after the 
war. The task of those who favor the 
Ameriacn way of life and abhor the to- 
talitarian doctrine is clear. This applies 
to banks, business enterprises and to all 
the people of the United States alike. 

We must strengthen our national de- 
fenses and help those who believe in 
our ideals and in our institutions. We 
must place the burden of national de- 
fense as much as possible on a pay-as- 
you-go basis. We must stimulate the 
thrift of all people and fight the dangers 
of inflation. Above all we must con- 
tinue to demonstrate that democracy 
and what it stands for are not only far 
superior to the totalitarian doctrines but 
that they offer far more to everybody 
than any other system.—From a recent 
speech before the American Bankers 
Association. 


COUNTRY FACES CHOICE OF ALTERNATIVES 
By Dean W. MatottT 


HE United States in its domestic 

policies and its relationships to in- 

ternational affairs at the moment 
faces a choice of unpleasant alternatives. 
On the one hand lies the specter of a 
German victory in the present Euro- 
pean conflict for which this country is 
not prepared economically, politically, 
psychologically or. morally. On_ the 
other hand, lies the abandonment of 
much comfort and many luxuries, high 
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taxes and voluntary savings, disruption 
of careers and of businesses, obstruction 
of personal and corporate plans, more 
Federal regulation and a stiffening of 
the moral fibre of the nation’s entire 
population. 

The American people as a whole have 
not faced this,” Mr. Malott declared, 
“and if it is not faced promptly it may 
be too late. Are the bankers of America 
taking the leadership that belongs to 
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them ,by right of ability and community 
standing to rally Americans everywhere 
to the urgency, the self-sacrifice, the ac- 
tion, needed to preserve our very way 
of life? They are not fulfilling their 
jobs unless each of them contributes 
now to this colossal task. 

The papers are filled with all sorts 
of warnings, cartoons, editorials, on the 
dangers that lie ahead. But inflation is 
a financial problem. The American 
people have a right to expect from 
American bankers, leadership in educa- 
tion as to its dangers, and leadership in 
setting up policies for avoidance of the 
disaster of devastating and uncontrolled 
price advances. 

Here again you cannot leave these 
problems to Washington and retire to 
the stratosphere. They are primarily 
the problems of banking and finance. 
If officials in Washington err, the 
bankers of the country should indicate 
the sounder way. If you bankers are 
uncertain, should you not put your as- 
sociation to work to collect and analyze 
data, to foresee if humanly possible the 
alternative courses of money rates and 
prices in these changing days. Some- 
where under the jurisdiction of the 
bankers of the nation should be going 
on the greatest factual and analytical 
study of this subject that has ever been 
undertaken. 

Regardless of the outcome of future 
events, now cloaked in the mist of low 
visibility, whether inflation comes or 
whether we are smart enough to avoid 
it, you bankers will stand condemned 
for lack of leadership, if you do not by 
education and policy promotion seek 
the answers and utilize your influence 


and your experience, your judgment 
and your analytical ability, in the solu- 
tion of this critical problem. It is im- 
possible to evaluate the benefits of a 
militant, conservative, realistic, hard 
hitting banking group, on the thinking 
and actions of this country. 

Federal expenditures for the current 
year are now estimated at twenty-two 
billion dollars. Total appropriations 
amount to thirty-five billion dollars, and 
appropriations, authorizations, and 
recommendations so far for the defense 
program alone total nearly fifty-three 
billion dollars. Total appropriations 
we have just begun. It is useless at the 
moment, therefore, to talk of a balanced 
budget. We cannot. 

Nor is it likely that out of the fever- 
ish momentum of today, we can ever 
return to the ways of yesterday. The 
way to the past closes with amazing 
rapidity, never to reopen again. We 
cannot cling to old ways, or to old 
formulas in a day of rapid change. 
Those who do so are lost. The very 
profession of banking, calling for high 
integrity, safety, soundness, causes its 
members to proceed into new ways with 
caution. Nevertheless, if I were a 
banker today I would want the best 
banking brains the country could muster 
to be working for me and for our na- 
tion through the offices, say of the 
American Bankers Association, to col- 
lect every fact, to muster the best econo- 
mists and statisticians and banking 
theorists and professional bankers, to 
study this great, broad problem of 
monetary and banking procedures under 
various alternative demands.—From a 
recent speech before the American 
Bankers Association. 


BANKS MUST FURNISH LARGE PART OF DEFENSE FUNDS 


By Lionet D. Epie 
Lionel D. Edie & Company, Inc., New York 


HE banks will have to furnish a 

much larger part of the funds re- 

_. quired for the defense lend-lease 
program than anyone now imagines. 

Three problems confront the commer- 
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cial banks during the great emergency 
created by national defense, lease-lend 
aid and world war. They are: . 

I. The patriotic duty to finance the — 
war effort both through commercial — 
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joans and through purchase of govern- 
ment securities. 


II. Banks face the unavoidable neces- 
sity of serving as the medium through 
which inflationary expansion of credit 
takes place. 


III. The banks face the responsibility 
for sound operation of their individual 
institutions during a most trying period. 


There is much talk by government 
officials to the effect that this war effort 
can and will be paid for by taxes and 
by sale of bonds to the public. It is 
argued that when bonds are sold to the 
public they are bought with savings and 
therefore have no inflationary effect. 
The substance of this argument may 
be granted, but the sums of money 
needed by the Government will be so 
great that public savings will not be 
large enough to meet all of the Gov- 
ernment’s. requirements. Washington 
spokesmen give the impression that they 
do not want the banks to buy more 
government bonds and that the aid of 
the banks will not be needed. This 
advice has to be taken with a grain of 
salt. Money authorized for the war 
emergency already amounts to about 
sixty billions of dollars and huge addi- 
tional authorizations in the future are 
inevitable. Where will this money come 
from? In part from taxes, in part from 
public savings and in part from the 
commercial banks. How large the last 
part will be cannot scientifically be de- 
termined today. But, in my opinion, 
this part furnished by the banks is 
likely to be much larger than anyone 
now imagines. If the war continues an- 
other two to three years, I would guess 
that the banks will have to increase their 
investments at least 50 per cent and 
possibly as much as 100 per cent. In 
any event, commercial banks should 
look forward to a heavy increase in 


investments as a patriotic duty. There 


should be no hallucination about public 
savings being sufficient to buy all the 
bonds offered. 


In all ways the banking system is the 


medium through which inflation is 
brought about. The increase in the price 
level is roughly proportionate to the in- 
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crease in bank deposits and in bank 
loans and investments. This was true 
in the last war in all countries, and it 
will be true in this war in all countries 
except those where the price level is 
rigidly frozen by totalitarian controls. 
Thus the banks face a paradox. On the 
one hand it is their patriotic duty to 
help finance the war and, on the other 
hand, the more war financing they do 
the more inflation they help to create. 
There is no escape from this unfortunate 
contradiction, except by willingness on 
the part of the public to make volun- 
tary sacrifices far beyond any sacrifices 
which democratic countries have hith- 
erto had any disposition to impose upon 
themselves. Hence the role of the com- 
mercial banks in a war period is to 
finance inflation. This role exists not 
because it is economically sound or be- 
cause it is good for the country in the 
long run, but because of the limited 
sacrifices which the masses of people 
in a democracy are willing to make and 
because of the reluctance of political 
leaders to call upon them for adequate 
sacrifices. At a rough estimate, pri- 
vate payrolls have increased ten billion 
dollars during the past year and farm 
cash income has increased nearly two 
and one-half billions of dollars. How 
much of this huge increase has been 
taken by the government in taxes? Ob- 
viously very little. 

Under these conditions, what must 
bank management think about in its 
effort to operate a bank along sound 
lines. The following points are suggested 
in answer to this important question. 


(a) Bond portfolios should be 
managed in terms of a spaced maturity 
program, and steadfast adherence to this 
program should be made at all times. 


(b) Every effort should be made to 
have the bond portfolio stand on the 
books at values not in excess of par. 


(c) Banks should strengthen their 
financial position by increasing their 
capital funds in proportion to the added 
strain placed upon them. 


(d) Advantage should be taken of 
every opportunity to reduce holdings 
of corporate bonds of second and third 
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grade. This applies particularly to 
railroad bonds. 

(e) To the extent that banks can not 
increase their capital funds they should 
strengthen their liquidity in bond port- 
folio through shortening the maturities. 

(f) Banks should use their influence 
in the community to persuade the pub- 
lic to buy defense bonds and savings 


certificates to the maximum possible 
extent. 

(g) The banks as a whole should 
exert the full pressure of their influence 
on Congress and the Administration to 
adopt economy in non-defense expendi- 
ture and to avoid inflationary financial 
policies—From a recent speech before 
the American Bankers Association. 


MORE PROFITS FOR COUNTRY BANKS 


By Frep L. O’Hair 
President, Central National Bank, Greencastle, Ind. 


HERE are ample profits in country 

banks if these institutions will com- 

bine the principles and low cost of 
mass production with a personalized 
merchandising program. Cultivation of 
the field of selling credit will yield 
large opportunities and closer contact 
with more people will result in mutual 
understanding by all. If a bank is to 
maintain its proper place in the com- 
munity, bankers must be prepared to 
serve the trade. 

A recently published comparison of 
reports of the Bank Management Com- 
mission of the A. B. A. shows the ratios 
of net operating earnings to deposits of 
all insured banks 28 per cent lower in 
1940 than 1937; net profits ratio 21 
per cent lower. Ratios of earnings from 
all sources have been lower each suc- 
ceeding year of the four year period. 

The rapid rise in deposits in this 
period may somewhat distort the pic- 
ture by the use of these ratios. Never- 
theless, our job is to convert deposits 
into earning assets for profit. The 
trend of profits has been downward for 
a quarter of a century. We have lived 
with the problem, have tried various 
solutions, but apparently have not found 
the correct answer. 

I suggest that we examine our busi- 
ness with a critical eye, and from the 
viewpoint of an outsider. Call it “self- 
analysis of a country banker.” Per- 
haps we haven’t made enough effort to 
. produce profits by improving our prod- 
uct, enlarging our field, reducing our 
costs and prices. Yet the success stories 
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of America fall in one general pattern 
—giving the customer a better product 
at a lower price. Other businesses with 
products of general use have profited 
by large volume with small margin. 

Our stock in trade is the one uni- 
versal commodity, money—and credit, 
which is the thing people use as money. 
Twenty odd years ago some 25,000 
banks did the credit business of the 
country. Now 13,000 of us compete 
with more than 25,000 other sources of 
credit, not including Government agen- 
cies. An entire new generation of po- 
tential customers has grown up to de- 
pend on others than ourselves for their 
credit needs. In the same time other 
businesses have developed their prod- 
ucts from mere experiments into every 
day necessities. What do these other 
businesses have that we don’t have? 
Salesmanship, mostly. 

Our product—credit—is good. Every- 
body uses it at one time or another. 
Not only do we have a better margin 
in retailing than wholesaling, but that 
is our natural field. Our job is to de- 
velop that field; to carry a better under- 
standing of it to the public. 

The average present day credit cus- 
tomer may seem to us bewildered when 
considering his own problems. He 
knows his immediate need but that is 
about all. It seems to me to be our 
obligation to teach him how to go into 
debt—so he can get out. There lies a 
big opportunity to serve. But with the 
opportunity goes the responsibility to 
conserve, the traditional responsibility 


THE BANKERS MAGAZINE for November, 1941 








ito 


ity 


4t 








of the banker. If we accept both op- 
portunity and responsibility the bank- 
ing business can take both competition 






FINANCING DEFENSE CONTRACTS 


and regulation in its stride—From a 
recent speech before the American 
Bankers Association. 


By Braptey D. Nasu 
Financial Consultant, Contract Distribution Division, Office of Production Management, 
Washington, D. C. 


HE Office of Production Manage- 

ment through the Financial Section 

of the Contract Distribution Divi- 
sion of which Floyd B. Odlum has re- 
cently been appointed the head, recog- 
nizes the responsibility of the financial 
community, public and private, to see 
that a manufacturer who has a prime 
or sub-defense contract or whom the 
Armed Services wish to see receive such 
contracts, shall not fail in the attempt 
to complete the job because of a lack 
of money. This office expects to co- 
operate with the commercial banks, the 
Reconstruction Finance Corporation, 
and the Federal*Reserve banks to the 
end that these prime and subcontractors 
may be brought in touch with all avail- 
able financing facilities. Moreover, 
with the desire to codperate and to take 
advantage of the local knowledge of 
each individual bank, this Financial 
Office intends to discuss any requests 
from prime or subcontractors that come 
before it with the contractors’ local 
bank. In this way, it is believed that 
every bit of financing that can be prop- 
erly undertaken by the banks of the 
country, with due regard for the secu- 
rity of their depositors, will be handled 
in each contractors’ own community. If 
the manufacturers’ bank cannot make 
the requested advance, this office will do 
its best with the assistance of every 
available private and Government finan- 
cial agency to meet the contractors’ 
financial requirements. 

It is believed that the banks of the 
country, which have already plaved 
such a responsible and helpful part in 
the defense effort, will welcome this fur- 
ther mobilization of the credit resources 
of the country on an all-out aid basis 
and through their hundreds of offices 
throughout the country will aid the 






OPM with its charged responsibility of 
seeing that the existing plant and tool 
facilities for defense are utilized to the 
maximum. 

In order to further enlist the great 
powers of the American banking system, 
the Contract Distribution Division of the 
OPM through the Financial System 
urges the banks to encourage their 
manufacturing customers to whom such 
action is appropriate, to form prime-or 
subcontract groups, and with the banks’ 
advice and assistance, to proceed to se- 
cure Government contracts, or orders 
from Government prime contractors. 

Furthermore, the field offices of the 
Division of Contract Distribution of the 
Office of Production Management will 
be prepared to consult and advise with 
such groups and with their financial 
representatives so that the manufactur- 
ers may be informed as to the avail- 
ability of properly equipped  sub- 
contractors, and also so they may be 
informed as to the location of various 
types of machinery and other equip- 
ment, which may be required. 

In the case of industries and com- 
munities whose operations are seriously 
unsettled by the priority demands of de- 
fense preparation, the Armed Services, 
when so requested by the OPM, may 
negotiate centracts (instead of con- 
tracts let by competitive bidding) at 
prices up to 15 per cent above current 
quotations. The Services may similarly 
grant orders to “a responsible defense 
association or corporation” organized 
so that manufacturers may jointly 
handle defense work that they could not 
do with their individual equipment. 
Also, in certain cases, bid or perform- 
ance bonds may be eliminated. Under 
some circumstances, they may divide an 
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award so that part of it would go to 
other than the low bidder. The banks 
should find it possible to finance such 
enterprises. 

This codperation will be undertaken 
by this division of the Office of Produc- 
tion Management for the purpose of 
bringing a greater number of produc- 


tive units into defense operation and 
thus increase the defense capacity of the 
country, and also in order to facilitate 
the conversion of manufacturing facil- 
ities from normal operations to a de- 
fense status—From a statement made 
at the recent convention of the Ameri- 
can Bankers Association. 


SMALL BANK CONSUMER CREDIT SUGGESTIONS 


By Joun BurcEss 


Vice-President, Northwestern National Bank and Trust Company, 
Minneapolis, Minn. 


EGARDING the practical applica- 
tion of consumer credit in smaller 
banks—that is, banks not in re- 

serve cities—I would like to venture a 
few recommendations: 

1. Do not go into the consumer credit 
or instalment field as such unless you 
are yourself convinced that there is a 
field and that you desire a department 
of this kind. By a department, I mean 
at least one individual who will have en- 
tire charge of that department. Many 
small banks will say that they are not 
large enough or that there is not enough 
business available to make it feasible to 
establish a department. My meaning is 
that in a two-man bank, which is de- 
sirous of making instalment loans, one 
of the men should be designated as the 
instalment loan man. 

2. The person to be in charge of the 
instalment loan department should be 
a resourceful, hard-working, keen, horse- 
trading kind of individual, not afraid 
of responsibility, and able to act upon 
his own initiative. 

3. The department’s loans and earn- 
ings should be segregated, so that you 
know whether it is going or coming 
and how fast. 

4. An effort should be made to direct 
all small unsecured loans to the instal- 
ment department. 

5. The person in charge of the depart- 
ment should be given an opportunity to 
attend consumer credit conferences and 
conventions so that he may absorb some 
of the technique of this new kind of 
: banking from the leaders in this field. 
But don’t encourage him to become the 
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kind of convention-goer who thinks that 
banking consists of knowing the first 
names of all the prominent financiers 
in the country. 

In this connection I wish to say that 
the personnel problem in the consumer 
credit field is an acute one. The aver- 
age bank employe who has been en- 
gaged in routine work of an accounting 
nature or as a teller, is rarely fitted for 
this department. What we want in this 
department is men with all the experi- 
ence, qualifications, knowledge of 
human nature, logical reasoning powers, 
etc., of experienced loaning officers with- 
out either the title or the salary. This 
work is no place for time-servers, clock- 
watchers, or office politicians who spend 
most of their time in the boss’s office. 

In this field of banking what we need 
are trained loan salesmen. They should 
have a working knowledge of commer- 
cial law. They will have to know docu- 
ments and be thoroughly familiar with 
collateral agreements, chattel mortgages, 
conditional sales contracts, bills of sale, 
and what not. The simple formula of 
a $200 personal loan with two good 
co-makers is no longer of much use. 
Where there was one way of making a 
personal instalment loan fifteen vears 
ago, there are now dozens of devices. 
This is one of our most serious prob- 
lems. Changing conditions and increase 
in volume is making heavier and 
heavier demands upon existing person- 
nel, and the need for education and 
training is urgent.—From an address at 
the recent South Dakota Bankers Asso- 
ciation convention. 
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Advertising and 
Publie Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


‘‘First Things First’’ 


The trust department of the Central 
Hanover Bank and Trust Company, 
New York, is distributing a booklet en- 
titled “First Things First” which shows 
how old-style estate arrangements often 
penalize the immediate family in favor 
of distant heirs. It also shows how men 
and women of means are modernizing 
their estate programs to correct this 
unintentional result. Tax information 
in the booklet is based on the new law. 

The booklet is brought to the atten- 
tion of trust prospects by personal first 
class letters signed by a vice-president. 


Vacation Photo Contest 


The Paterson Savings Institution 
recently conducted its first annual Vaca- 
tion Photo Contest which was open to 
all amateur photographers residing in 
Paterson and its environs. The contest 
was limited to photographs taken dur- 
ing the 1941 vacation season and pro- 
fessional photographs were not admitted. 
The contest was designed to promote the 
bank’s Vacation Savings Club. 


Out of a Hole! 


“It’s a grand feeling to climb out of 
a financial hole. Freedom from debt 
and a well-organized plan for handling 
family finances contribute in no small 
measure to happiness.” 

So reads the opening paragraph in a 
recent ad of the State-Planters Bank and 
Trust Company, Richmond, Va., which 
is illustrated by a cartoon of a man 
climbing out of a hole. 
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The text goes on to show how a per- 
sonal loan can be made to help organize 
personal finances. A coupon is pro- 
vided to send for particulars. The 
advertisement was prepared by the Mer- 
rill Anderson Company of New York. 


For Small Estates 


An advertisement frankly designed to 
overcome the impression that trust 
departments are only interested in big 
estates was recently run in the Milwau- 
kee papers by the Marshall Q Isley 
Bank. 

“The seemingly general opinion that 
only those of considerable means need 
bother about a will and can afford the 
planned direction or management of an 
estate. is unfortunate. . . . Thorough 
knowledge of the factors involved in 
estate management can save many dol- 
lars for even a modest estate”—reads 
the text. 


Report of Progress 


The First National Bank of Atlanta, 
Ga., recently published an advertisement 
in Atlanta daily newspapers showing its 
progress since September 30, 1933. 
From this date to September 24, 1941, 
deposits have increased 110 per cent; 
loans and discounts 98 per cent and 
resources 89 per cent. 

“We owe this progress to the friend- 
ship and patronage of the people of 
Atlanta, Georgia and the Southeast. In 
appreciation we pledge again to them 
the best service we can give in all their 
banking, loan, trust and safe deposit 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. 
How about you? 


*‘But Then I Would Owe the 
Bank! How Does that Help?’’ 


—First Wisconsin National 


Bank of Milwaukee. 


*“‘But My Estate Isn’t Big 
Enough to Bother About.’’ 


—Marshall & IIsley Bank, Mil- 


waukee. 


**We Can’t Give You a New 
Automobile But—’’ 


—State-Planters Bank and Trust 
Company, Hopewell, Va. 


*‘To Guard Against Lean Years 
Ahead—Let’s All Save Now!’’ 


—Second Federal Savings and 
Loan Association, Cleveland. 


‘*Eternal Vigilance is Also the 
Price of Investment Safety.’’ 


—St. Louis Union Trust Com- 
pany. 





needs.. Come to see us when we can 
serve you,” reads the text. 


Urges All to Save 


Recommending, unselfishly, to the 
public of Greater Cleveland, the wisdom 
of saving, and investing-in defense bonds 
now, the Second Federal Savings and 
Loan Association of that city published 
a quarter page advertisement in the 
Cleveland Plain Dealer recently, the 
title of which is, “To Guard Against 
Lean Years Ahead, Let’s All Save Now.” 
The keynote of the message is in the 
first sentence of the first paragraph, 
which read, “Private savings of today 
will be the private purchasing power 
of tomorrow.” 

In concluding its message, the Second 
Federal said, “Save here, if you wish, 
- save at your favorite bank or savings 
association.” The last line of the mes- 
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important . . 


sage read, “Where you save is not so 
. . 
. saving now is most im- 


portant.” 


Peak Loads in Banking 
The Morris Plan Bank of Virginia 


recently issued a folder containing charts 
showing the number of customers served 
by hours of the day and days of the 
week and days of the month in its Rich- 
mond office. 
It was felt that if customers could see 
these charts, some might of their own 
initiative arrange to do their banking 
at some less busy hour of the day, or 


day of the month. 





It was felt, at any 


rate, that the folder would act as a 
“safety valve” for customer irritation if 
they would see from the charts that they 
have chosen the busiest possible time 
to do their banking. ~ 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 





ERE is a book that contains 865 
pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 


age. 

With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or - finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any. subject in 
which .he is particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ ree Examination 


_——=—" Use This Reply Form ~~~~ 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five: days after its 
receipt I will send you the price, $8.50, 
or return the book. 
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New York Trust Promotions 


John E. Bierwirth, president, New 
York Trust Company, has announced 
the promotion of three officers. Willis 
McDonald, 3rd, formerly an assistant 
treasurer of the company, was made a 
vice-president. Charles J. Morrison and 
William P. Sanford became assistant 
treasurers. 


Mr. McDonald is the son of Willis 
McDonald, Jr., former vice-president of 
the Brooklyn Trust Company. He was 
educated at Williams College and the 
United States Military Academy at West 
Point from which he was graduated 
with the class of 1920 and commissioned 






WILLIAM F. SANFORD 


BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 
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a second lieutenant. He resigned with 
the rank of first lieutenant of the U. S. 
Cavalry on April 15, 1922, and shortly 
thereafter became affiliated with the 
New York Trust Company. He was 
appointed assistant treasurer in Janu- 
ary, 1927. 

Mr. Morrison, who was born in Scot- 
land and educated in Brooklyn schools, 
has been an employe of the bank for 
thirty-one years, starting as a messenger 
boy on September 16, 1910. 

Mr. Sanford is the son of Dr. Leonard 
C. Sanford of New Haven. He attended 
Saint Paul’s School, Concord, N. H., and 
was graduated from Thacher School, 
Ojai, California, in 1923, and from 





WILLIS McDONALD 3rd 







Yale University in 1928. He was a 
member of Yale’s swimming teams dur- 
ing the period of unbroken victory and 
held several inter-collegiate and two 
world’s records. He has been with the 
New York Trust Company since Octo- 
ber 1, 1928. 


Wins Bank Award 


A national award intended to encour- 
age younger women in banking to ad- 
vance in their profession through study 
was given to Miss Grace Wickwire of 


GRACE WICKWIRE 


the Warren Institution for Savings, Bos- 
ton, Mass., by the National Association 
of Bank Women. Presentation was 
made at the recent Chicago convention 
of the organization. 


Bank Auditors Meet 

With the highest registration ever 
recorded for a national meeting, the 
National Association of Bank Auditors 
and Comptrollers Convention, was held 
in Chicago last month. C. W. Borton, 
assistant vice-president, Irving Trust 
Company, New York City, was elected to 
the presidency to succeed Charles Z. 
Meyer, comptroller, the First National 
Bank of Chicago. 

Mr. Borton has been active in the 
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Convention Dates 
NATIONAL 


November 30— December 5— Investment 
Bankers Association, Hollywood Beach 
Hotel, Hollywood, Fla. 

December 1—Society of Residential Ap- 
praisers, Miami, Florida. ' 

December 1-5—United States Savings and 
Loan League, Miami, Fla. 


STATE AND REGIONAL 
January 21-22—Wisconsin Bankers Asso- 
ciation, Mid-Winter Conference, Hotel 
Pfister, Milwaukee. 
January 22—Illinois Bankers Association, 
Mid-Winter Conference, Chicago. 


affairs of both the New York City con- | 
ference and the national organization for 
a number of years. From 1932 to 1938 
he was a national committeeman in the © 
second district. At the Houston conven- 
tion in 1938 he was elected to national 
office as secretary-treasurer and each 
year since that time he has advanced ” 
through the various offices and now | 
assumes the top executive position. 

He has always taken a prominent part 
in organizing new conferences. ‘Since 
first becoming a national committeeman | 
he has seen the number of local confer- 7 
ences doubled, the number now stand-} 
ing at fifty. During his year as first’ 
vice-president and as head of the organ-” 
ization committee, four new conferences 
were established, including one in| 
Manila, Philippine Islands. 

Mr. Borton was appointed assistant | 
auditor of Irving Trust Company in 
1926 after four years service in the com- 
pany. He was elected auditor in 1932, 
and assistant vice-president in 1939, . 

Other national officers of the associa-_ 
tion were honored with new positions. 
O. A. Waldow, comptroller, National’ 
Bank of Detroit, was elected to the first’ 
vice-presidency; Hugh FE. Powers,} 
cashier, Lincoln Bank and Trust Com- 
pany, Louisville, Kentucky, second vice- 
president; John C. Shea, auditor, Whit-' 
ney National Bank, New Orleans, Louis 
iana, to secretary, and B. N. Jenkins, 
auditor, First National Bank and Trust 
Company, Oklahoma City, Oklahoma, 
is the newly elected treasurer. : 

Retiring President Charles Z. Meyer 
becomes a member of the adviso 


board. 
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